


FINANCIAL MANAGEMENT IN THE 
DEPARTMENT OF THE NAVY 



Lynn Carol Struthers 



DUDLEY KNOX LIBRARY 
NAVAL POSTGRADUATE SCHOO 
MONTEREY, CALIFORNIA 9391' 





mi SCHOOL 



Hontepey, California 




T 






FINANCIAL MANAGEMENT IN THE 
DEPARTMENT OF THE NAVY 

by 

Lynn Carol Struthers 
and 

Kenneth Edmund Wenzel 



Thesis Advisor: 




CDR. James F. Schumann 

thesis are 
) via 

Operat i 



T161760 



oMac.k'ecL fnemo 
9//3/S 



June 1974 




I 





TTnrI a=;. qi f i pH 



SECURITY CLASSIFICATION OF THIS PAGE Dmtm Entered) 



REPORT DOCUMENTATION PAGE 


READ INSTRUCTIONS 
BEFORE COMPLETI.s'.'j FORM 


1. REPORT number 


2. GOVT ACCESSION NO. 


3. RECIPIENT'S CATALOG NUMBER 


4. TITLE fand Subri/la; 




5. TYPE OF REPORT A PERIOD COVERED 


FINANCIAL MANAGEMENT IN THE 




Master's Thesis, 
June 1974 


DEPARTMENT OF THE NAVY 




6. PERFORMING ORG. REPORT NUMBER 


7. AUTHORr*; 




e. CONTRACT OR GRANT NUMBER^*; 


Lynn Carol Struthers 
Kenneth Edmund Wenzel 






9. PERFORMING ORGANIZATION NAME AND ADDRESS 

Naval Postgraduate School 
Monterey, California 93940 


10. program ELEMENT. PROJECT. T ASK 
AREA A WORK UNIT NUMBERS 


n. CONTROLLING OFFICE NAME AND ADDRESS 




12. REPORT DATE 


Naval Postgraduate School 




June 1974 


Monterey, California 93940 




13. NUMBER OF PAGES 

26S 


14. MONITORING AGENCY NAME A ADDRESSr// c/i//eran/ from Controlling Office) 


15. SECURITY CLASS, (of thle report) 


Naval Postgraduate School 
Monterey, California 93940 




Unclassified 




15«. DECLASSl FI cation/ downgrading 
SCHEDULE 


16. DISTI 












17. DISTRIBUTION STATEMENT (of the mbetrect entered tn Block 20, If different from Report) 




l\LI 




18. SUPPL EMENTARY NOTES 


19. KEY WORDS (Continue on reveree elde If neceeeery end Identify by block number) 



20. ABSTRACT (Continue on reveree tide It neceeaAry end Identify by block number) 



This tljesis analyzes the strengths and weaknesses of the 
present Naval Postgraduate School (NPS) Financial Management 
Curriculum. It considers the operational requirements of the 
Navy financial manager. On the basis of these analyses, it con- 
cludes that an additional required course be incorporated in that 
curriculum. 

This proposed course of instruction in financial management 
and accounting is._tai lored to meet the neprl.q .-ind rpni]^rgi^n,nt-g 



DD 1473 EDITION OF t NOV 65 IS OBSOLETE 

(Page 1) S/N 0102-014- 660 1 I 



Unclas sified 

SECURITY CLASSIFICATION OF THIS PAGE (HTien Pete Entered) 



2 



UNCLASSIFIED 



CtCU^^TY CLASSiPtC ATlON OF THIS PAGtr>*7i*n D»f« £nt#r-»c' 



of United States Naval Officers who will be graduates of the 
NFS Financial Management Curriculum. The course deals with 
the principles of financial management which are relevant to 
the public sector. Further, it takes these principles and 
concepts and relates them to specific applications in the 
United States Navy. 



DD Form 1473 (BACK) 
, 1 Jan 73 

S/N 0102-014-G601 



UNCLASSIFIED 

security classification of This PACEr>Fh*n Ent^fd) 




/ 

I 



♦ 




Financial Management in the 
Department of the Navy 



by 



Lynn Carol ^truthers 

Lieutenant Commander, Civil Engineer Corps, United States Navy 
B. S., Iowa State University, I96O 



and 



Kenneth Edmund Wenzel 
Ensign, Supply Corps, United States Navy 
B. S., Villanova University, 1973 



Submitted in partial fulfillment of the 
requirements for a degree of 



MASTER OF SCIENCE IN MANAGEMENT 



from the 

NAVAL POSTGRADUATE SCHOOL 
June 1974 



MONTEREY CAl,^'^ - 



ABSTRACT 

This thesis analyzes the strengths and v/eaknesses of 
the present Naval Postgraduate School (NPS) Financial Manage- 
ment Curriculum. It considers the operational requirements 
of the Navy financial manager. On the basis of these analyses, 
it concludes that an additional required course be incorporated 
in that curriculum. 

This proposed course of instruction in financial manage- 
ment and accounting is tailored to meet the needs and require- 
ments of United States Naval Officers who will be graduates 
of the NPS Financial Management Curriculum. The course deals 
with the principles of financial management which are relevant 
to the public sector. Further, it takes these principles 
and concepts and relates them to specific applications in 
the United States Navy. 
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I. INTRODUCTION 



The genesis of this thesis stemmed from the feeling by 
the vrriters that the Financial Management Curriculum of the 
Naval Postgraduate School (henceforth NFS) did not address 
in sufficient detail the unique or specific applications of 
financial management in the Navy. The present financial 
management curriculum at NFS adequately covers the theories, 
concepts and principles of financial management. However, 
the applications of these concepts are covered with respect 
to private enterprise. The curriculum does not provide the 
Naval Officer graduate with a sufficient appreciation of 
those similarities and differences which exist between financial 
management functions in the private and the public sectors. 

It also does not provide an understanding of the control of 
funds within the Department of the Navy (henceforth DON)o 

The feelings of the writers were confirmed by a brief 
study of the scope of above problems. Stimulated by the con- 
firmation of these deficiencies and encouraged by members of 
the faculty who recognized the need for the curriculum to be 
responsive to changing operational requirements, this thesis 
was undertaken. 

This introduction is the first of five chapters which, 
when combined with two appendices, make up the main body of 
this thesis. 
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Chapter II explores in detail what has been identified 
by the writers as three aspects of the problem which this 
thesis undertakes to resolve. These aspects are: 

1. The present curriculum does not include coverage of 
fund accounting — essential to understanding accounting in 
the public sector. 

2. The curriculum insufficiently utilizes andragogical 
techniques — those techniques relating to adult education. 

3. No capstone course presently exists at NFS which 
draws together the relevant principles of financial manage- 
ment and relates them to specific Naval applications. 

Chapter III explains the method of investigation and 
analysis employed in conducting this thesis effort and traces 
the effort through the actual implementation of the recommended 
solution. 

Chapter IV is the presentation of the findings of this 
thesis effort, namely, that a new course be included in the 
financial management curriculum. It includes a description 
of two specific compilations of material. 

1. “Guide for Class Sessions" (Appendix A) 

2. "Students' Manual" (Appendix B) 

Chapter IV also includes a description of the recommended 
course in terms of four course modules: 

1. Fund Recounting 

2. Federal Government Budget Process and Introduction 
to Navy Financial Management Systems 

3. Planning, Programming and Budgeting 

4. Fund Control and Budget Execution (Navy) 



a 



Chapter V highlights the fundamental conclusions of the 
thesis. 

This thesis, then, addresses the deficiency of the NPS 
Financial Management Curriculum to include adequate treat- 
ment of Navy related material and presents a recommended 
solution in terms of a capstone course. It does so in order 
to make the curriculum more responsive to the needs of the 
graduates and the Navy. 

Since the main effort of this thesis was to develop 
this meaningful and needed course shown in appendices A and 
B, the description of the need, the investigation and the 
development of the course has been kept brief. 

II. EXAMINATION OF THE PROBLEM 

A. COMMENTS ON THE CURRICULUM 

This section looks at and comments on the financial 
management curriculiim at NPS. It discusses recent changes 
and identifies additional areas requiring change. 

1. Previous Curriculum Studies 

In July 1970 , a study of the NPS Management Curric- 
ulum was conducted by a Visiting Committee, chaired by Dean 
William Pounds of the Massachusetts Institute of Technology "'s 
Arfred P. Sloan School of Management. In January 1971 a 
committee of Naval officers made a second study of the 
curriculum. This study is referred to as the Captains Study 
and it was chaired by the then Captain R. B. Freeman III. 

These studies indicated that the curriculum should be lengthened 
and that the requirement for a thesis be reinstated. 
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Accordingly, in an effort to make the curriculiim 
more flexible and therefore more responsive to the Navy^s 
needs the time available for the course of studies was 
lengthened to one and one half years. The first six months 
of this lengthened curriculum was designed in such a manner 
that many of the courses could be validated by students who 
had been recently exposed to such courses. 

In addition to this change a requirement for a thesis 
was reinstated. These changes made the curriculum more com- 
prehensive in nature and afforded the students an opportunity 
to broaden their educational experiences in a specialized 
area of interest. This thesis requirement also allowed the 
masters candidates to make a contribution to their academic 
field while applying management concepts to DON, and as a 
result benefit the Navy. As constructive as these changes 
were it is a contention of the writers that the curriculum 
still was not broad enough. 

2. Financial Management Curriculum Emphasis 

The broad educational base of the graduate of the 
financial management curriculum of this publicly financed 
institution (i.e. NFS) should address the private sector due 
to the pervasive nature of private enterprise in our nation's 
free economyo However, the curriculum should also address 
problems unique to DON. The alumni of this particular graduate 
institution vri.ll be employed in the public sector. Therefore, 
it becomes clear that the curriculum should be broadened to 
include an added dimension which explores the financial manage- 
ment distinctions unique to the public sector and specifically 



DON 
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3* Andragogical Considerations 

In addition to the above considerations there is a 
very real need for studies in this area to be designed with 
consideration given to the maturity and experience of the 
current and prospective student. As Malcolm S. Knowles explores 
in his book The Modern Practice of Adult Education ; Andragogy 
versus Pedagogy (ref. 1) — courses designed for adults must 
allow for the diagnosis of needs from the students' stand- 
point. Knowles presents distinctions between Pedagogy (the 
art and science of teaching children and youths) and Andragogy 
(the art and science of helping adults to learn). In devel- 
oping what he might term andragogical considerations, Knowles 
relates that adult students are a rich resource for learning, 
that is, their variety of experiences are very relevant. Of 
particular importance, Knowles points out, is that adults 
learn more efficiently when they can forsee direct applica- 
tion of the subject material (whereas postponed application 
is not detrimental to the learning process of the less mature 
mind of youths and children) . 

As the period of instruction at the Naval Postgraduate 
School draws to a close the officer students increasingly be- 
come concerned with their future duty assignments. Plans 
for the moving of their family and possessions are being 
formulated, thesis completion becomes paramount and the 
students become more and more practically oriented. There- 
fore, at this point in their program abstract courses are 
not as interesting or instructive as they previously might 
have been. Clearly v;hat is desired are courses which, while 



11 



being of educational value, are also directly applicable to 
the needs and concerns of the prospective graduates. Courses 
which capitalize upon the fertile ground of officer— student 
ejq)eriences are highly desirable and extremely valuable* 

The current curriculum is somewhat deficient with 
respect to andragogical considerations. Therefore, in 
addition to the requirement to broaden the curriculum in 
the area of public sector financial management, there is also 
a need to incorporate the unique requirements of adult educa- 
tion explained above. 

B. SURVEY OF CURRICULUM NEEDS 

The need to include specific Navy related material in 
the financial management curriculum was confirmed by discus- 
sions v/ith students, graduates and faculty members at NFS. 

After this need had been confirmed, it was planned to con- 
tact financial management graduates in order to obtain their 
comments on what specific material should be included. During 
the process of planning this phase of the thesis development, 
it was learned that the Director, Fiscal Management Division 
(OP 92) of the Office of the Chief of Naval Operations, as 
a part of a larger survey had already obtained this information. 

1 . Background 

The Director, Fiscal Management Division (OP 92 ) 
undertook a brdad review of financial managers in the Navy 
as a staff study for the Director, Navy Program Planning 
(OP 090), who is the Subspecialty Consultant for the Finan- 
cial Management Subspecialists in the Navy. This survey 
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included among it's objectives the appraisal "of the attitudes 
trends and needs of today's financial managers, in both the 
professional and academic arenas." (Ref. 2, p. 1) Therefore, 
a part of this study was devoted specifically to postgraduate 
education including comments from graduates of the financial 
management . curricula at both NFS and at George Washington 
University, Appropriate comments from this survey are 
included below. 

2. Findings 

In the area of financial management education, this 
survey found: 

"An overwhelming majority of respondents indicated 
a desire for more Navy input into the graduate financial 
management curriculum at both USNPGS and at GWU. As 
indicated by of the respondents, the Navy, through 
guidance from the Subspecialty Consultant (Director, 

Navy Program Planning) should provide the students \\d.th 
an increased number of lecturers, case studies, projects, 
course material, etc., related to the 'real v/orld' Navy 
financial management." (Ref. 2, p. 5) 

3 . Recommendations 



The study went on to recommend that: 

"The Director, Navy Program Planning should pursue 
the establishment and implementation of a Navy Financial 
Management Seminar/Course for inclusion into the regular 
financial management curriculum at both USNPGS and GWU. 

This course should teach the principles, but not the 
'nuts and bolts' of Navy financial management in the areas 
indicated to be most desirable by the respondents." 

(Ref. 2, p. 6) 

Among those subjects which the financial manager 
respondents felt should be included in the educational 
processes were a basic understanding of the following factors: 

1. Defense Budget Preparation and Review Process 

2. Budget Execution Process (Navy) 

3. Resources Management System (RMS) 
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4. Planning, Programming and Budgeting System (PPBS) 
5* Economic Analysis 
6, Federal Budget Cycle 
7o Program Management 

S* Us6 of Information Systems — Navy Cost Infonnation 

System (NCIS) 

9* Cost Estimating Techniques 
•10. Financial Management in Specific Types of Naval 
Activities (i.e. Public Works Centers; 
Hospitals; Shipyards; etc.) 

11. Navy Auditing 

12. Management of Working Capital Funds 

13. Project Management 
14 • Progress Measurement 

15* An Overview and Comparison of Financial Management 

in the Army, Air Force, and Navy 

16. Comptrollership/Controllership Compared 

17. Financial Management of Non-Appropriated Funds 
iS. DOD/GAO Relationships 

19. Selected Acquisition Reports (SAR) Requirements/ 

Analysis 

20. Joint Uniform Military Pay System (JUMPS) 

21. Navy Accounting (Written in) 

(Ref. 2, p. 15) 



C. WRITERS 'ANALYSIS OF FINANCIAL MANAGEMENT CURRICULUM 

On the basis of the results of the aforementioned survey 
and in terms of the subject areas listed as important therein 
by operational financial managers, the writers analyzed the 
current NPS Financial Management Curriculum. The analysis 
determined that the present curriculum needed to be expanded. 
Specifically, while some of the subject areas listed above 
were now adequately covered, others were not. Accordingly, 
it was realized that any attempt to broaden the curriculum 
must take into account and be synthesized with those subjects 
already taught.. The curriculum analysis is highlighted below. 

Course MN 3172 (formerly MN 3170): Public Policy Process/ 

Defense Resource Allocation is the first required course which 
exposes the NPS financial management student to public sector 
considerations. These considerations include Department of 
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Defense (henceforth DOD) matters, DON matters and their inter- 
relationships* This course explores the history and develop- 
ment of budgeting within DOD. It delves deeply into the 
Planning, Programming, Budgeting System (henceforth PPBS), 
as employed by that department. The participants in the 
planning process and the roles they play are identifiedo 
Three approaches to viewing this process are explored: 

1. The Rational 

2, The Bureaucratic 

3* The Political 

Beyond these PPBS particulars the course touches on some 
detailed macro-economic considerations of public goods (i.e. 
Defense) • This course, however, does not explore the federal 
government budget process in its entirety. It completely 
excludes an exploration of detailed budget execution con- 
siderations. Knowledge of these considerations is essential 
to the officer engaged in financial management activities, 

A second course required in the financial management 
curriculum, MN 4145: Systems Analysis, explores systems/ 

economic analysis in some detail. Included in this course 
is an exposure to various cost estimating techniques. This 
course does provide the students with an adequate background 
in systems/economic analysis. 

The topical areas listed below (as taken from subsection 

f 

II - B - 3) are covered in elective courses outside the 
financial option: 

1. Program Management 

2, Progress Measurement 
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3 , Selected Acquisition Reports (SAR) 

4. Project Management 

Financial elective course MN 4lSl: Management Infor- 

mation Systems, deals primarily with the need for, and the 
establishment of such systems in private business. However, 
the course does not specifically explore the Navy Cost Infor- 
mation System. Financial elective course MN 4151: Internal 

Control and Auditing, covers adequately the principles, 
practices, procedures and standards of auditing. These 
factors are relevant to both the private and public sector. 
Therefore, in a general way they are relevant to the Naval 
Audit Service. However, MN 4151 does not focus upon their 
unique applications to auditing Naval activities. NPS 
financial management students should be exposed to the organi- 
zation, procedures and problems of auditing in the Navy. 

The NPS Financial Management Curriculum covers the 
basic principles, theories and concepts of accounting in 
sufficient detail, with one exception — fund accounting. There 
is only nominal mention of accounting applications and the 
unique terminology used within the world's largest "business" 
— the United States Federal Government. One must realize 
that there are readily apparent differences in this unique 
environment of governmental fund accounting. Terminology 
commonplace in governmental operations such as: General Fund, 

t 

trust funds, appropriations, commitments, expenditures, 
disbursements, allocations, allotments, responsible offices, 
3679 responsibility and revolving funds, is left uncovered. 
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This analysis of the current NPS Financial Management 
Curriculiim led, then, to the finding that the following list 
of topics (as taken from sub— section II — B — 3) were not 
being addressed in sufficient detail: 

1. Navy Budget Execution 

2. Resource Management Systems 

3. Federal Budget Cycle 

4« Navy Cost Information System 

5* Financial Management in Specific Types of Naval 

Activities 

6, Navy Auditing 

7« Management of Working Capital Funds 
Navy Comptroller ship 

9* Navy Accounting 

This ascertainment was one of the important results of the 
writers curriculum analysis. 

This analysis also disclosed that while those separate 
courses outlined previously which covered the below listed 
topics (as taken from sub-section II - B - 3) were very 
relevant and beneficial, they were indeed separate courses. 
Therefore, the specific body of information of financial 
management unique to the public sector was not synthesized 
for the students making it difficult to connect and under- 
stand their interrelationships. 

1, Defense Budget Preparation and Review Process 

2, Planning, Programming, and Budgeting System 

3, Economic Analysis 
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4. Cost Estimating Techniques 
5* DOD/GAO Relationships 

Finally, the remaining topics from the list in sub- 
section II - B - 3 are not covered in the NFS Financial 
Management Curriculiam. They are; 

1. An Overview and Comparison of Financial Management 
in the Three Services. 

2. Financial Management of Non— appropriated Funds 

3. Joint Uniform Military Pay System (JUMPS) 

D. SUPPORTING COMMENTS 

In addition to the survey previously mentioned, interest 
in financial management at the higher echelons of the Depart- 
ment of the Navy was indicated by the Chief of Naval Material 
in a recent letter to the Superintendent of the Naval Post- 
graduate School (Ref. 3). That letter addressed the need 
for Naval officers to have a broad understanding of financial 
management concepts and also the ability to apply this under- 
standing in their career assignments. 

A very real difference exists between the needs of 
financial managers from the private and the public sectors. 
Financial managers who operate in private industry, generally 
speaking, need only be concerned with those aspects of such 
management which relate to private industry. However, 
financial managers who are also Naval officers, must be con- 
cerned vri-th both private industry considerations and specific 
public sector concepts. This is necessary, as the Chief of 
Naval Material points out, to enable the Naval Officer to 
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rolate and interact capably with the private sector while 
performing their duties in the public sector. 

E. SUMMARY STATEMENT 

In summary, the requirement and the need for a broader 
understanding of financial management as it applies to the 
Navy has been identified by officers in the various echelons 
within DON, including the CNO/CNM levels. Although the NFS 
financial management graduate has gained most of the required 
management tools, he lacks a working knowledge of the unique 
applications of these tools in the Naval environment. In 
addition, it is recognized by the writers that there is a 
requirement that any material presented at this graduate 
institution should have general educational applicability 
within the total public sector as viell as specific relevance 
to financial management in the Navy. 

Beyond this, it has been identified that the current 
curriculum does not allow for the drawing together of the 
dispersed coverage of information concerning public sector 
financial management now taught. A Management Policy course, 
MN 4105, provides a capstone which draws together the various 
management concepts and considerations such as marketing, 
accounting, finance and labor relations, through the con- 
sideration of case studies in private enterprise. The Naval 
financial management student, however, needs a second capstone 
course. The present curriculum does not offer such a course 
v;hich drav;s together the principles, practices and procedures 
of financial management, as they are applied within DON. 
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This second capstone course would be extremely valuable to 
the NPS Financial Management graduate since most of his educa- 
tion has dealt with the private enterprise applications of 
such principles* 

While andragogical techniques are employed to some degree 
in the method of instruction within the management curriculum 
as a whole, they are not applied as effectively as they might 
be in the financial management option* 

This thesis is an effort to rectify the deficiencies 
noted in the NPS Financial Management Curriculum and to make 
that curriculum more responsive to the needs of the student 
and the Navy* 



III * DESIGN OF INVESTIGATION 



A* INITIATION 

The writers' feeling that the present NPS Financial 
Management Curriculum did not adequately prepare Naval 
Officers to take their place as operational financial managers 
was the origin of this thesis effort* This led to a brief 
inquiry to confirm or deny this feeling. The inquiry con- 
firmed the feeling and resulted in the selection of the 
general topic area to be addressedo Further investigation 
was then undertaken to more clearly identify the problem 
and simultaneously explore possible solutions* 



20 



B. DISCUSSIONS 

The initial investigation took the form of discussions 
with faculty members, alumni, and financial management 
students at NFS. Everyone involved in these discussions 
felt that there was a need for this particular thesis effort 
and offered encouragement. 

C. PHONE CONVERSATIONS 

These discussions resulted in the investigation being 
extended, for the purpose of obtaining additional input on 
needs and requirements from the Washington, D. C. level, 
to include phone conversations with representatives of the 
Financial Management Subspecialty Advisor in Washington, 

D. Co who had previously undertaken investigations in this 
topical area. These phone calls further confinned the 
need for this thesis and that it would be beneficial to 
both the Navy and those involved in the effort if it were 
undertaken. With the assistance of Captain Lovell and 
Lieutenant Commander Baker of the Fiscal Management Division, 
under the Director, Navy Program Planning, interviews were 
scheduled with personnel directly involved with the Navy's 
financial management programs in Washington, D. C. 

D. INTERVIEW SESSIONS 

In order to investigate specific areas more completely, 

f 

arrangements were made with interested parties in the Wash- 
ington, D. C. area. Accordingly, personal interviews were 
held with the Deputy Chief of Naval Material (Procurement and 
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Production) regarding project management, the Director of 
Financial Management (Comptroller) for the Office of Naval 
Research, the Director of the Navy Logistics Management School 
and representatives of the Naval Audit Service. Also inter- 
viewed were experts involved with the Navy^s budget execution 
process, the Navy Cost Information System, the working capital 
fund budget and economic analysis. 

These interviews resulted not only in an increased 
appreciation for the problem area but also in an expression 
of interest and support at high levels. They also provided 
ideas for curriculum content and reference material which 
proved extremely helpful in the effort to effect a solution. 

E. LITERATURE SEARCH AND EVALUATION 

Stimulated by these interviews at the Navy headquarters 
level, investigation continued with the examination of the 
available literature in an attempt to collect that information 
which was particularly relevant to the problem area. 

During this stage of the thesis effort consideration 
was given to alternative methods of effecting a solution to 
the problem. The information and topical areas to be addressed 
might have been added on to current courses, in the form of 
an expansion. However, this alternative did not really 
solve the problem. True, additional material would now be 

t 

covered but: 

1. It would be at the cost of decreased coverage of topics 
now explored; 
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2. There would still not be anything which would 
specifically tie together all the topics in a synthesized 
coverage of financial management in the public sector; 

3» The andragogical problem previously presented of 
keeping adult students interested and involved would not be 
solved. 

Realizing these factors, it was then decided that 
the optimal solution would be to present the material so 
gathered in the fora of a capstone course to be required of 
all NFS financial management students. That this would be 
an optimal solution is explained by consideration of three 
points: 

1. Topics and material not currently covered (as listed/ 
explained in section II - c) would be presented and explored 
in detail sufficient to meet the needs of the students — 
prospective financial management graduates; 

2. A brief review of those topics now presented elsewhere 
could be included in the course structure. This review 
would be done so as to synthesize the concepts and topics of 
public financial management into an integrated philosophy 

of resource management in the public sector; and 

3. Structured in the fora of a capstone course for the 
curriculum and dealing with topics and considerations directly 
applicable ( in a general sense) to the environment into which 

r 

the students are about to embark, the course would also 
utilize andragogical techniques mentioned earlier. With 
the employment of the variety of student experience, insight 
and knowledge in an extremely relevant field, participation 
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and interest in the curriculum during the last stage 
would be increased. 

The Management Policy course MN 4105 helps draw together, 
in the student s mind, concepts and topics relevant to general 
management covered in specific detail earlier in the curriculum. 
This new course would represent a capstone course in the 
financial management program. It would better prepare the 
Naval officer-financial management graduate to take his 
place as an operational manager in the unique environm.ent 
of the Federal Government/Unit ed States Navy, 

With these thoughts in mind, the available material 
was culled and collated to meet the desired end, 

F, REFORMULATION 

Throughout the formulation of the course, discussions 
were held v;ith the prospective instructors, Assistant Pro- 
fessor David C, Burns and Commander James F, Schumann, as 
well as with students regarding the proposed content. This 
phase of our investigation continued through the first half 
of the initial offering of the course vriith adjustments being 
made as required. 

The biggest problem encountered centers around the 
seminar-type approach, which is the recommended method for 
presenting the course. It is felt that this approach allows 
for the maximum flow of relevant information to and among 
the students as well as the most extensive coverage of topical 
areas. Unfortunately student demand for the course (in the 
form of enrollment) has been much larger than anticipated 
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for "the initial offering and the large class size has 
been a problem. To avoid this problem in the future it 
is recommended that additional class sessions be offered. 

The recommended class size is between ten and fifteen students. 

Specific fine tuning has been made in the number of 
class sessions devoted to certain topics/articles; that is, 
time allowed has been increased or decreased as appropriate. 
These changes have been incorporated into the class session 
guides as they appear in Appendix A: “Guide For Class 

Sessions** (which is discussed in sub-section IV - B - 1) . 

IV. PRESENTATION OF FINDINGS 



A. OVERVIEW 

The vast amount of information gathered during the course 
of the investigation and the requirement that the student be 
able to assimilate this information within the available 
time constraints were both factors which convinced the 
writers that a formal course of instruction was warranted. 
Other factors considered are explained in Chapter III, 

Section E. Accordingly, it is recommended that the course 
as outlined in Appendix A, be made a requirement for those 
students who have selected the financial management option. 

It is further recommended that this course be included at 
the end of the ^Financial Management Curriculum in order to 
provide a capstone for that curriculum. 
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B. EXPLANATION OF ASSEMBLAGES 

The essence of this thesis effort culminated with the 
assembling of three separate compilations of material. 

1. Guide for Class Sessions 

Appendix A, "Guide for Class Sessions" gives the 
Subject, Preparatory Assignments, Lesson Objectives and 
Additional References which apply to each session. This 
guide as presented could be used for the offering of such a 
course at any educational institution or incorporated into 
any curriculum with only minor modifications. 

2. Students Manual 

Appendix B is a compilation of the recommended 
reading assignments for this course which has been entitled 
"Students" Manual." Each of the articles included in this 
manual is specifically mentioned in a class session guide as 
a "preparatory assignment," In addition to this particular 
compilation, assignments are made from the following books 
and publications: 

Fund Accounting (Ref. 4) 

Governmental Accounting (Ref. 5) 

Financial Management in the Navy (Ref. 6) 

Programming Manual (Ref, 7) 

Department of the Navy Audit Manual for Management (Ref. B) 

3o Instructor'^s Manual 

An assemblage of articles and citations of texts, to 
which anyone instructing this course can refer was prepared. 

This document is designed to increase the instructor's knowledge 
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of specific topical areas. This document is entitled 
"Instructor's Manual," and it is not bound as an integral 
part of this thesis due to its lengthy nature. It was pro- 
vided to and remains with the NFS Department of Operations 
Research and Administrative Sciences. Directions are made 
to these articles and books in the class session outline under 
the classification "Additional References." 

C. COURSE EXPLANATION 

The proposed course consists of four basic modules. Each 
of these modules can be adjusted as required to meet the back- 
ground and needs of the particular class of students involved© 
These four modules are discussed individually below. 

1. Module A: Fund Accounting 

This module involves a presentation of the theories 
and principles of fund accounting ( governmental accounting) . 
These factors are not adequately covered in the present 
management curriculum. This material provides a broad educa- 
tional base upon which is built the more detailed aspects of 
the course. This module addresses aspects of fund accounting 
applicable to all areas of the public sector, and is a fine 
introductory example of the differences between the private 
and public sectors. It is not intended that this module make 
a detailed examination of fund accounting debits and credits 
but, rather, that it present a broad conceptual treatment of 
the theories and principles of fund accounting. It contrasts 
fund accounting issues v.dth those of profit seeking enterprises. 
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2 • Module Bt Federal Government Budget Process and 

Introduction To Navy Financial Management Systems 

a. Part 1: Organization 

The initial material presented in Module B is 
designed to acquaint the students with the primary factors 
involved in the formulation, submission and approval of the 
Federal Budget, It briefly addresses the roles played by 
the senior military personnel, the Service Secretary, the 
Office of the Secretary of Defense, the Office of Management 
and Budget, the President and the United States Congress, 
Included in this module is an examination of the United States 
Budget In Brief (Ref, 9 ) • This document is published annually 
by the Office of Management and Budget, It presents the high- 
lights of the budget in a non-technical way. It is intended 
that this examination of the latest United States Budget In 
Brief give the students an understanding of the current programs, 
priorities and uses of the Federal Budget, Particular emphasis 
should be placed on the presentation of topical material as 
regards current trends in national spending. Hopefully, this 
part of Module B will develop an appreciation for the broad 
scope and complexities of financial management in the Federal 
government , 

b. Part 2: Resource Management Systems Theory 

The second aspect of this module is designed to 

I 

introduce the students to the development of financial manage- 
ment theory in DON, It also presents the applicable assignments 
of responsibility within that department. In addition it is 
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intended that the students become acquainted with the 
development of Resource Management Systems theory and applica- 
tions within the Department of Defense. 

3 • Module C; Planning, Programming, Budgeting 

This third module presents an overview of the PPBS 
system within the Department of the Navy. It examines in some 
detail the formulation, justification and execution of the 
PPBS cycle. 

It is realized that some of the topical material in 
this module has been presented in considerable detail in 
previous courses. However, it is not intended that this module 
replow that very fertile ground but only that it provide a 
means of reviewing, reacquainting, reinforcing, and relating 
that material to the overall financial management process as 
it exists in the Department of the Navy. 

4. Module D; Fund Control and Budget Execution (Navy) 

The material presented in the course culminates in 
this module. In that this module presents material which is 
directly applicable to the follow-on duties of the officer — 
financial management graduate, it is desirable that outside 
speakers be utilized to present the current practices and pro- 
cedures regarding financial management in the Navy. Relevant 
field trips should be employed to acquaint the students with 
actual practices. • 

This module further explores control and budget 
execution from the time Congress appropriates funds, down through 
the Navy headquarters and activity levels. In this respect it 
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continues on from where the material and literature presented 
in the.PPBS module (and previous courses) leave off. 

5. Case Study 

A case study has been included to close out the 
course with the intention that it will allow the student an 
opportunity to draw together and demonstrate his understanding 
of the material presented. This case, entitled ‘"Windward 
Naval Station, “ is divided into three sections which progres- 
sively become more complex. The ficticious case is centered 
around the problems of an operational commander who is faced 
with manpower and budget cuts. It should provide the students 
with some insight into the kinds of problems which face Navy 
financial managers. The in-class analysis of this case should 
also stimulate andragogically pertinent discussions. 

6. Additional Comment 

It is worthwhile at this point to re-emphasize that 
due to the ever changing nature of the subject material, 
personnel directly involved vrLth financial management in DON 
must be utilized to the fullest extent possible in this course, 
to support, refine and most importantly keep current the material 
presented. 
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V. CONCLUSION 



The present NFS Financial Management Curriculiim covers 
the theories, principles and concepts of financial management. 

The coverage of these factors is general enough so that it 
applies broadly to financial management in both the public and 
private sectors. This coverage is done very effectively. It 
is one of the fundamental conclusions of this thesis, however, 
that though these principles and concepts generally apply to 
both sectors, the unique terminology employed and the specific 
applications of these factors in the public sector are signifi- 
cant enough to warrant a detailed examination by the students. 
Specific emphasis should be placed on DON applications of 
these principles. 

The present curriculum gives consideration to andragogical 
problems with the presentation of a capstone course in Manage- 
ment Policy. No such consideration is given within the financial 
management area, however. Such consideration should be given 
by the presentation of a seminar-type course. Additionally, 
coverage of unique principles and concepts applicable to the 
public sector (Navy) which are not presently made, such as fund 
accounting, should be included. 

Allowance for these aspects should be embodied in the 
form of a required capstone course for the NFS Financial 
Management Curriculum. 

This thesis effort concludes with the recommendation 
for and presentation of a required course of instruction in the 
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financial management curriculum as a means of satisfying these 
requirements and thereby advancing a solution to the problem 
originally identified. 

This capstone course not only explores previously uncovered 
aspects pf public sector (Navy) financial management, ties 
together, reviews and highlights aspects now covered else- 
where but also embodies the andragogical considerations which 
will make the Naval officer — soon to be financial management 
graduate — more participative and interested in the course. 

The recommended solution is presently under implementation 
at NPS in the form of elective course MN 4154: Financial 

Accounting in the Department of the Navy, The area covered 
by this course of instruction encompasses an ever changing 
environment and therefore it is highly desirabl.e that this 
course be periodically reviewed and updated as required. 

As a result of this thesis effort and the responsiveness 
of the NPS Management Curriculum administrators to the changing 
operational needs of the graduates, the financial management 
curriculum has been broadened by the adoption of this course. 

As a result of this broadening, the curriculum has become more 
valuable to the NPS financial management graduates. 
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APPENDIX A 

GUIDE FOR CLASS SESSIONS 

SESSION # 1 



I, SUBJECT ; Introduction to Course 



II. PREPARATORY ASSIGNMENT : 
(a) None 



III. LESSON OBJECTIVES ; 

Give the students an overview of the course. Explain 
reading assignments, exams, etc. Distribute course 
materials. Indicate scheduled guest lectures and 
field trips. 



IV. ADDITIONAL REFERENCES: 



(a) None 



SESSION # 2 



II. 



III. 



IV. 



SUBJECT ; 

Introduction to fund accounting 



PREPARATORY ASSIGNMENT ; 

(a) Kerrigan: Fund Accounting 

Chp. 1. Scoping the Field 
Chp. 2. Postulates and Principles 
Chp. 3. Organization for Decision Making 



LESSON OBJECTIVES : 

Acquaint the students with the textbook technique. 

Provide an overview of "fund accounting" as distinguished 
from conventional private industry accounting. Highlight 
the types of organizations for which fund accounting is 
the appropriate accounting technique. 



ADDITIONAL REFERENCES : 
(a) None 
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SESSION # 3 



I. SUBJECT ; 

Introduction to Fund Accounting 



II. PREPARATORY ASSIGNMENT ; 

(a) Kerrigan; Fund Accounting 
Chp. A. Cash Basis 
Chp. 5» Accrual Basis (A) 
Chp. 6. Accrual Basis (B) 



III. LESSON OBJECTIVES ; 

Explain the fundamental concepts which differentiate 
cash basis and accrual accounting. Indicate those 
areas which are affected by these distinctions and 
the consequences thereof. Cite a few examples of 
the uses of fund accounting and effects of cash basis/ 
accrual techniques. 



IV. ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # 4 



I. SUBJECT ; 

Introduction to Fund Accounting 



II. PREPARATORY ASSIGNJ4ENT ; 

(a) Kerrigan; Fund Accounting 
Chp. 7. Appropriations 
Chp. S. Encumbrances 
Chp, 9* Fund Resources 

Chp, 10. Continuing Appropriations; Resume of 
Formal Controls 



III. LESSON OBJECTIVES ; 

Acquaint the students with the concepts of budgets as 
control devices and explain the terminology peculiar to 
governmental accounting. Emphasize that unlike private 
enterprise, governmental budgets provide definite 
limitations of spending. Generally speaking, they are 
enacted in the form of laws. 



IV. ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # 5 



II. 



III. 



IV. 



SUBJECT ; 

Analysis of Basic Types of Funds 



PREPARATORY ASSIGNMENT ; 

(a) Mikesell and Hay; Governmental Accounting 
Chp. S. Trust and Agency Funds 



LESSON OBJECTIVES ; 

Introduce the students to one of the specific classes 
of "fund accounts." Explain the mechanical operations 
of trust funds. 



ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # 6 



II. 



III. 



IV. 



SUBJECT ! 

Analysis of Basic Types of Funds 



PREPARATORY ASSIGNMENT ; 

(a) Kerrigan: Fund Accounting 

Chp. l6. Intra-governmental Revolving Fund 

(b) V7allace; "Working Capital Funds" 



LESSON OBJECTIVES : 

Introduce the students to a second specific type of 
"fund." Explain and discuss the theory; why such an 
entity can be effectively used in certain situations. 
Mention examples of working capital funds in DOD. 



ADDITIONAL REFERENCES : 
(a) None 
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SESSION # 7 



II. 



III. 



IV. 



SUBJECT : 

Analysis of Basic Types of Funds 



PREPARATORY ASSIGNMENT: 



(a) 



Kerrigan: 
Chp. 23. 
Chp. 24. 



Fund Accounting 
An Overview 

Combined Financial Statements - All 



LESSON OBJECTIVES : 

Introduce the students to the concept of "General Fund." 
Analyze the operations of this fund from the macro view- 
point of the Federal Government. 



ADDITIONAL REFERENCES : 
(a) None 
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SESSION # B 



I. SUBJECT : 

Analysis of Basic Types of Funds 



II. PREPARATORY ASSIGNMENT : 

(a) Kerrigan: Fund Accounting 

Chp. 25. General Fund A 

Chp. 26, General Fund B 

Chp. 27. General Fund C 



III. LESSON OBJECTIVES : 

Analysis of the General Fund of the Federal Government 
using four financial summary statements: 

Statement 4 "Changes in Undisbursed Balances," 
Statement 5 "Budget Receipts by Major Sources," 
Statement 6 "Changes in Undisbursed Balances, by Major 
Agencies," 

Statement 7 "Financial Position." 

Provide a more detailed overview of the Federal 
Government's General Fund operations. 



IV. ADDITIONAL REFERENCES : 
(a) None 
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SESSION # 9 



II. 



III. 



IV. 



SUBJECT ; 

Analysis of Basic Types of Funds 



PREPARATORY ASSIGNMENT ; 

(a) Kerrigan; Fund Accounting 

Chp. 2S. Funds of a Federal Agency; Introduction 
Chp. 29. O&M Funds of Federal Agency (A) 

Chp. 30. O&M Funds of Federal Agency (B) 



LESSON OBJECTIVES ; 

Illustrate accounting for expendable funds in the 
Federal Government by use of the example of the 
Department of the Army. The Department of the 
Army's practice is representative of the Departments 
of the Navy and Air Force, and in a broader context, 
of the other Federal Government agencies. 



ADDITIONAL REFERENCES; 



a 



(a) None 



SESSION # 10 



II. 



III. 



IV. 



SUBJECT : 

Analysis of Basic Types of Funds 



PREPARATORY ASSIGNMENT : 

(a) Fremgen: “Governmental Accounting” 



LESSON OBJECTIVES : 

Summarize the accounting problems, postulates and 
principles as they relate to the Federal Government 
and discuss in general the overall differences between 
fund accounting and standard private enterprise accrual 
bases accounting. 



ADDITIONAL REFERENCES : 
(a) None 
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SESSION # 11 



II. 



III. 



IV. 



SUBJECT : 

Organization of the Federal Government 



PREPARATORY ASSIGNMENT ; 

(a) Air Force Budget (Handout pages 33-39) 

(b) U. S. Budget in the Brief (1974) 



LESSON OBJECTIVES ; 

Reacquaint the students with the macro-economic 
considerations of the Federal Budget. Discuss 
the roles of the various offices in the budget 
cycle. Develop “a feel" for the current uses 
and objectives of the Federal Government's 
annual budget. Discuss the current trends in 
governmental expenditures in terms of specific 
percentages allocated for department s/agencies. 



ADDITIONAL REFERENCES ; 

(a) Singer; Public Micro-economics 

Chp. 6. Efficiency and Public Goods 
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SESSION # ^ 



I. SUBJECT ; 

Organization of the Federal Government 



II. PREPARATORY ASSIGNMENT ; 

(a) Executive Office of the President (BOB): 
"Preparation and Execution of the Federal Budget" 

(b) SECDEF News Release (4 Feb '74) 



III. LESSON OBJECTIVES : 

Discuss the actual budget process employed by the 
Federal Government, Continue discussions of trends. 
Highlight the various steps in the budget process and 
discuss the roles played by various organizational 
participants. 



IV. ADDITIONAL REFERENCES : 

(a) Singer: Public Micro-economics 

Chp, 7. Personal Income Taxes 
Chp, S. Corporate Income Taxes 
Chp, 9. Sales and Excise Taxation 
Chp, 10, Other Taxes 
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SESSION # 13 



II. 



III. 



IV. 



SUBJECT ; 

U. S. Navy Financial Management Structure (Organization) 



PREPARATOHY ASSIGNMENT ; 

(a) Financial Management in the Navy 
Chp . Tl Introduction 



LESSON OBJECTIVES ; 

Introduce the students to the macro-economic roles 
of the Department of Defense. Analyze the develop- 
ment of financial management theory in the Depart- 
ment of the Navy. Specify some of the organizational 
methods and current programs used to promote fiscal 
efficiency. 



ADDITIONAL REFERENCES; 
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(a) None 



SESSION # 14 



II. 



III. 



IV. 



SUBJECT t 

U. S. Navy Financial Management Organization 



PREPARATORY ASSIGNMENT : 

(a) Financial Management in the Navy 

Chp. Organization for Financial Management- 

Comptroller 



LESSON OBJECTIVES ; 

Indicate the organizational assignments of responsibility 
within the Navy vd.th regard to the affect on financial 
management. Indicate the assignments and responsibilities 
of the Comptroller of the Navy (ASN-FM). Explore the 
various interactions of the Comptroller within and with- 
out the Navy, and discuss potential problem areas. 



ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # 15 



II. 



III. 



IV. 



SUBJECT : 

U. S. Navy Financial Management Organization 



PREPARATORY ASSIGNMENT : 

(a) Financial Management in the Navy 

C hp . 3 . Resource Management Syst ems 

(b) Zock: "Resource Management Economic Analysis, 

and Discounting in DOD" 

( c ) Prime 69 



LESSON OBJECTIVES: 

Acquaint the students with the development of Resource 
Management Systems theory and applications in the 
Department of Defense. Include specific discussions 
of Project Prime. Explore the assigned RMS responsi- 
bilities of various comptrollers. 



ADDITIONAL REFERENCES : 

(a) BUPERS INSTRUCTION 7300.10 
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SESSION # 16 



I. SUBJECT : 

Review of First Half of Course Material 



II. PREPARATORY ASSIGNMENT ; 

(a) Formulate specific questions to be answered; 
identify points to be clarified prior to the 
exam. 



III. LESSON OBJECTIVES ; 

Indicate the form of the midterm exam and afford the 
students a chance to review the first half material. 
Significant aspects of the material heretofore 
covered should be indicated. 



IV. ADDITIONAL REFERENCES: 



(a) None 



SESSION # 17 



II. 



III. 



IV. 



SUBJECT ; 
Midtenn Test 



PREPARATORY ASSIGNMENT ; 

(a) Review the first half course material 



LESSON OBJECTIVES ; 

This examination should be designed both as a learning 
tool, and to test the students' comprehension of the 
subjects previously covered. 



ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # IS 



I. SUBJECT : 

Midterm Test Review 



II. PREPARATORY ASSIGNMENT ; 
(a) None 



III. LESSON OBJECTIVES: 



Review the midterm examination, explaining desired 
answers. Provide the students with an opportunity 
to discuss specific aspects of the test and clarify 
in their minds the correct or desired answers. 

Use the discussions of the test material to reinforce 
the main points of the first half of the course. 



IV. ADDITIONAL REFERENCES: 
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(a) 



None 



SESSION # 19 



II. 



III. 



IV. 



SUBJECT ; 

Planning, Programming and Budgeting 



PREPARATORY ASSIGNMENT ; 

(a) Program Budgeting 

Chp7 1. Conceptual Framework 

Chp. 2. Role of Cost-Utility Analysis 



LESSON OBJECTIVES ; 

Present students with conceptual framework and 
theoretical arguments for the use of Program 
Budgeting. Discuss the role and applications 
of Cost-Utility analysis. 



ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # 20 



I. SUBJECT ; 

Planning, Programming, Budgeting 



II. PREPARATORY ASSIGNMENT; 


(a) 


Programming Manual 




Chp. 1 




Chp . 4 




Skim Chps. 2 & 3 


(b) 


SECDEF Memorandum (24 Jan 73) 


(c) 


SECDEF Memorandum (26 Mar 73) 


(d) 


PPB Cycle Handout 



III. LESSON OBJECTIVES ; 

Present an overview of the Planning, Programming and 
Budgeting System of the Department of the. Navy. 
Discuss generally the formulation, justification 
and execution of the PPBS budgeting cycle. 

Acquaint the students with the basic Department 
of the Navy PPBS document. Discuss generally the 
timing of various phases of the budget cycle by 
reference to specific SECDEF directives for FY 



IV. ADDITIONAL REFERENCES; 

(a) Program Budgeting 

Chp. 1. Conceptual Framework 

Chp. 2. Role of Cost Utility Analysis 
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SESSION # 21 



I. SUBJECT ; 

Planning, Programming, Budgeting 



II. PREPARATORY ASSIGNMENT : 

(a) Kerrigan; Fund Accounting 
Chp. 22, Program Budgeting 



III. LESSON OBJECTIVES ; 

Discuss program budgeting in the civilian context. 
Contrast conventional line item budgeting with 
program budgeting. Discuss and identify problems 
of implementing program budgeting, such as loss 
of ability to aggregate purchases by the failure 
to consider acquisitions across program boundaries. 



IV. ADDITIONAL REFERENCES ; 

(a) Financial Managers Handbook ; Module D 
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SESSION # 22 



II. 



III. 



IV. 



SUBJECT ; 

Naval PPB Structure and Process 



PREPARATORY ASSIGNMENT ; 

(a) Financial Management in the Navy 

Chp. 4-. Planning and Programming (revised) 



LESSON OBJECTIVES ; 

Describe and discuss the Department of the Navy's 
role in the PPBS system as it currently exists in 
the Department of Defense. 



ADDITIONAL REFERENCES ; 

(a) Supply Corps Newsletter, (Feb. '73) 

“Department of the Navy and DOD PPBS" 






SESSION # 23 



I, SUBJECT ; 

Naval PPB Structure and Process 



II. PREPAEATORY ASSIGNMENT ; 

(a) Financial Management in the Navy 
Chp . Rudget Formulation 



III. LESSON OBJECTIVES ; 

Identify the basic purposes that underlie the making 
of the Navy Budget and some of the factors that in- 
fluence budget making, including an analysis of the 
interface between 0MB and the Department of the Navy. 
Explore how government wide competition affects the budget 
preparation and Navy programs. Discuss terminology and 
structure of appropriations. 



IV. ADDITIONAL REFERENCES; 



(a) None 



SESSION # 24 



I. SUBJECT ; 

Naval PPB Structure and Process 



II. PREPARATORY ASSIGNMENT ; 

(a) Financial Management in the Navy 

Chp. 6, Budget Formulation Cycle (revised) 



III. LESSON OBJECTIVES ; 

Indicate important steps in budget _ formulation and 
discuss the procedure for updating objectives as 
well as the key personnel involved. Discuss the 
source of detailed guidance for formulating budget 
estimates and recognize where the preparation of 
individual budgets fits into the budget cycle. 
Analyze the budget review process, and Congressional 
interface. 



IV. ADDITIONAL REFERENCES ; 

(a) Financial Managers Handbook ; Module E 

( b) POM-76, Navy Planning System Sheet 
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SESSION # 25 



II. 



III. 



IV. 



SUBJECT ; 

Navy PPB Structure and Process 



PREPARATORY ASSIGNMENT ; 

( a) Financial Management in the Navy 

Chp. 7. Headquarters and Activity Budget Formulation 



LESSON OBJECTIVES ; 

Explore the responsibilities of the various financial 
managers at the Headquarters level. Indicate the 
need for . cooperation among the responsible officials 
in the preparation of budget requests, and the purpose 
of OP -9 2. 

Indicate the aims and characteristics of Navy 
Industrial Fund budgeting. 



ADDITIONAL REFERENCES ; 

(a) “Command Operating Budget" ( ALM-6l-3960-LC(A)^) 
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SESSION # 26 



I. 



II. 



III. 



IV. 



SUBJECT : 
Fund Flow 



PREPARATORY ASSIGNMENT ; 

(a) Latest Appropriation Act (skim) 

(b) Latest Authorization Act (skim) 



LESSON OBJECTIVES ; 

Provide the students with the opportunity to see 
the culmination of the entire Planning, Programming 
Process. Discuss the significance of specific phrases 
and terminology. Instructor should discuss some of 
the relevant aspects of the "Defense Appropriations” 
article (see additional references). 



ADDITIONAL REFERENCES ; 

(a) "Defense Appropriations" (ALM 61-195^-LC(M) ) 
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SESSION # 27 



I. SUBJECT ; 

Fund Control 



II. PREPAHATORY ASSIGNMENT ; 
(a) NCIS Handout 



III. LESSON OBJECTIVES ; 

Introduce the students to the Navy Cost Information 
System (NCIS). Describe the purposes and capabilities 
of that system, and identify a few of its long range 
objectives. Discuss the sample input record. 



IV. ADDITIONAL REFERENCES ; 

(a) Navy Cost Information System, Operator and 
Users Manual, NAVSO P-2412-Part 1 
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SESSION # 2S 



II. 



III. 



IV. 



SUBJECT : 

Fund Control 



PREPARATORY ASSIGNMENT ; 

(a) Antony; Planning and Control Systems; A 
Framework for Analysis 
Chp. 1 

Skim rest of book 



LESSON OBJECTIVES ; 

Acquaint the students with the theory of "control” 
from the viewpoint of civilian industry. 

Discuss the different aspects of "control” as 
proposed by Antony. 



ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # 29 



I. SUBJECT ; 

Fund Control 



II. PREPARATORY ASSIGNMENT ; 

(a) Ulrey; "Cost/Output Data for Better Management 



III. LESSON OBJECTIVES ; 

Discuss the applicability of cost/output data analysis 
for better management control. 

Discuss the difficulties of determining output measures 
in the public sector and contrast them to problems 
vd.thin the private sector. 

^Discuss the history and development of legislative 
authority for the financial management structure 
vrithin the Department of Defense. 

IV. ADDITIONAL REFERENCES ; 

^(a) “Legislative Authority; ( ALM-61-2S92-LC) 
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SESSION # 30 



I. SUBJECT ; 

Budget Execution; Headquarters Level 



II. PREPARATORY ASSIGNMENT ; 

(a) Financial Management in the Navy 

Chp. S, Budget Execution, pp. 94-105 



III. LESSON OBJECTIVES ; 

Allow the students an opportunity to listen to the 
taped conversation^ with Captain Lovell (OP-924) 
recorded on 17 January 1974. The tape highlights 
current operational financial raanagement /budgetary 
considerations. This exposure should make the 
material covered in the next session more relevant. 



IV. ADDITIONAL REFERENCES ; 
(a) None 



*17 Januairy 1974 taped discussion entitled "Budget Execution" 
amongst Captain Lovell (OP-924), LCDR Baker (OP 924-Cl) and 
the writers, recorded in Captain Lovell'^s office. 
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SESSION # 31 



I. SUBJECT : 

Budget Execution: Headquarters Level 



II. PREPARATORY ASSIGNMENT : 

(a) Financial Management in the Navy 

Chp. S, Budget Execution, pp. 94-105 
Chp. 9> Financing 



III. LESSON OBJECTIVES : 

Discuss budget execution with respect to: 

(a) Congressional limitations, (b) use of the 
financial plan, and (c) departmental procedures 
for control. Explore "reprogramming," supplemental 
appropriations, obligation and expenditure v/ithin 
Department of the Navy. 

Identify Navy procedures for financing defense con- 
tractors and dependent schooling. 



IV. ADDITIONAL REFERENCES : 

(a) USMC HEADQTRS ORDER 713 3. 1C (23 March 72) 

(b) DOD Instruction 7250.5 (21 May 70) 

(c) DOD Instruction 7250.10 (1 April 71) 
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SESSION # 32 



I. SUBJECT : 

Budget Execution: Headquarters Level 



II. PREPARATORY ASSIGNMENT : 

(a) Financial Management in the Navy 

Chp. 10. Accounting at Headquarters Level 
Appendix B 



III. LESSON OBJECTIVES : 

Allow the students an opportunity to listen to the 
taped conversation^ with Captain Lovell (OP-924) 
recorded on 17 January 1974. The tape highlights 
the organization of the CNO level of DON. It 
discusses the duties of OP-090, and the flow of 
funds within the Navy. 



IV. ADDITIONAL REFERENCES : 

(a) None 

*17 January 1974 taped discussion entitled "Navy Organization" 
amongst Captain Lovell (OP-924) and the writers, recorded in • 
Captain Lovell's office. 
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SESSION # 33 



I. SUBJECT : 

Budget Execution: Headquarters Level 



II. PREPARATORY ASSIGNMENT : 

(a) Financial Management in the Navy 

Chp. 10. Accounting at Headquarters Level 
Appendix B 



III. LESSON OBJECTIVES : 

Discuss the applicability of the basic accounting 
principles applied in accordance with relevant laws 
. by the Comptroller General of the U. S. Indicate 
the structure and characteristics of the Navy 
accounting system and recognize the appropriation 
and control procedures and their applicability to 
the various levels of command. 

Discuss the role of the Navy Accounting Offices in 
relation to other Navy activities. 



IV. ADDITIONAL REFERENCES: 

(a) Financial Managers Handbook : Module F 






SESSION # 34 



I. SUBJECT ; 

Operational Control (Navy) — Data 



II. PREPARATORY ASSIGNMENT ; 

(a) Financial Management in the Navy 

Chp, 13. Progress and Statistical Reports 

(b) Programming Manual 
Appendix H 



III. LESSON OBJECTIVES ; 

Discuss the requirements for statistical and progress 
reports to properly manage the Navy's finances. 

Explore and discuss the current techniques for the 
collection and presentation of financial data. 



IV. ADDITIONAL REFERENCES: 
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(a) None 



SESSION # 35 



II. 



III. 



IV. 



SUBJECT : 

Operational Control (Navy) — Auditing 



PREPARATORY ASSIGNMENT: 



(a) 


Financial Management in the Navy 


(b) 


Chp. 14. Auditing in the Navy 
Audit Manual for Management 


(c) 


Chps. 1-4 

Naval Audit Service Handout 



LESSON OBJECTIVES : 

Acquaint the students with the requirements 
for, and methods used for auditing the expenditures 
of Navy funds. Indicate the appropriate manage- 
ment uses of and responses to audit reports. 

Summarize the primary purposes and goals of .the 
Naval Audit Service. Acquaint the students with 
the basic Navy documents regarding auditing. 



ADDITIONAL REFERENCES : 

(a) Department of the Navy, Audit Manual for Management , 
SEcUAV Instruction 7510.7 
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SESSION # 36 



I. SUBJECT ; 

Operational Control 



II. PREPARATORY ASSIGNMENT ; 

(a) Programming Manual 
Appendices F and G 



III. LESSON OBJECTIVES ; 

Discuss anti-deficiency act problems, and procedures 
for reprogramming funds within specific dollar limits, 
within DON and DOD, 



IV. ADDITIONAL REFERENCES; 



6S 



(a) None 



SESSION # 37 



I. SUBJECT : 

Activity Level Budget Execution (Navy Field Activity) 



II. PREPARATORY ASSIGNMENT : 

(a) Financial Management in the Navy 

Chp. B. Budget Execution pp. IO 6 -IIO 
Chp, 11. Accounting at Field Activities 



III. LESSON OBJECTIVES : 

Recognize the methods used for budget execution at the 
activity level including the responsibilities and con- 
trols placed on administrators, and requirements for 
and uses of internal review. 

Recognize the policies and procedures for field activity 
fund administration, accounting and reporting. Discuss 
property and payroll accounting, cost accumulation and 
overhead distribution as a means of providing for 
prudent management. Discuss accounting for working 
capital and non-appropriated funds. 



IV. ADDITIONAL REFERENCES : 

(a) Financial Managers Handbook : Module C 
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SESSION # 3S 



I. SUBJECT ; 

Activity Level Budget Execution (Navy Field Activity) 



II. PREPARATORY ASSIGNMENT ; 

(a) Resource Managers Guide 

(b) Financial Management in the Navy 

Chp. 12. Accounting and Reporting under 
Project Prime 



III. LESSON OBJECTIVES ; 

Introduce the students to the theory and concepts behind 
Project Prime. Specify the major characteristics of 
Prime's accounting system and how they are used to 
facilitate good financial management. 



IV. ADDITIONAL REFERENCES ; 

(a) Primer on Project Prime, DOD, Nov 66 

(b) Pinancial Managers Handbook ; Module G 
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SESSION # 39 



II. 



III. 



IV. 



SUBJECT : 

Activity Level Budget Execution (Navy Field Activity) 



PREPARATORY ASSIGNMENT : 

(a) Windward Naval Station Case (I & II) 



LESSON OBJECTIVES : 

Provide the students with an opportunity through 
case study method to apply the concepts and 
principles presented in the course. 



ADDITIONAL REFERENCES : 
(a) None 
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SESSION # 40 



II. 



III. 



IV. 



SUBJECT ; 

Activity Level Budget Execution (Navy Field Activity) 



PREPARATORY ASSIGNMENT ; 

(a) Windward Naval Station Case (III) 



LESSON OBJECTIVES ; 

Same as previous session 



ADDITIONAL REFERENCES ; 
(a) None 
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SESSION # 41 



I. 



II. 



III. 



IV. 



SUBJECT ; 

Activity Level Budget Execution (Navy Working 
Capital Fund Activity) 



PREPARATORY ASSIGNMENT ; 

(a) LCDR Fellows; "Navy Industrial Fund, a Tool 
for Efficiency and Economy." 



LESSON OBJECTIVES ; 

Acquaint the students with the background for and 
historical development of the Navy Industrial Fund. 
Provide the students vri.th an opportunity to see how 
the theory of working capital funds is applied in 
specific terms within the Navy. 



ADDITIONAL REFERENCES; 

(a) DOD Instruction 7410.5 dated 9 March 72 
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SESSION # 42 



I, SUBJECT ; 

Field Trip/Guest Lecturers* 



II. PREPARATORY ASSIGNMENT; 
(a) None 



III. LESSON OBJECTIVES : 

Allow the students an opportunity to discuss with 
persons currently involved with operational financial 
management, the topics and concepts covered in the 
course. These field trips and/or guest lecturers will 
be helpful as a means of supporting, refining and most 
importantly keeping the material covered current. 



IV. ADDITIONAL REFERENCES : 

(a) None 

*To be inserted in the course structure when relevant 
lecturers and/or field trips are available. 
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SESSION # 43 



II. 



III. 



IV. 



SUBJECT : 

Field Trip/Guest Lecturers 



PREPARATORY ASSIGNMENT : 
(a) None 



LESSON OBJECTIVES : 
Same as Session 42 



ADDITI ONAL REFERENCES : 
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(a) None 



SESSION # 44 



I. SUBJECT: 



Review of Course Material 



II. PREPARATORY ASSIGNMENT : 

(a) Formulate specific questions to be answered; 

identify points to be clarified prior to exam. 



III. LESSON OBJECTIVES : 

Indicate the form of the exam and afford the 
students a chance to review the course material. 
Significant aspects of the material previously 
covered should be indicated. 



IV. ADDITIONAL REFERENCES: 



7 6 



(a) None 



APPENDIX B 



STUDENTS MANUAL 
Contents 

Working Capital Funds 
Governmental Accounting 
Air Force Budget 
U.S. Budget in the Brief* 

Preparation and Execution of the Federal Budget 
SECDEF News Release (4 Feb '74) 

Resource Management Economic Analysis, and Discounting in DOD 
Prime 69 

SECDEF Memorandum (24 Jan 73) 

SECDEF Memorandum (26 Mar 73) 

PPB Cycle 

Authorization Act-Public Law 93-155 
Appropriation Act-Public Law 93-238 
Discription of the Navy Cost Information System 
Cost/Output Data for Better Management 
Internal Auditing in the Department of the Navy 
Resource Managers Guide* 

Windward Naval Station 

Navy Industrial Fund, a Tool for Efficiency and Economy* 

* For these publications, only the cover page and 

procurement source have been included due to length. 




,ier World War II. the .Army made e.xien.<;i\e e0oris , 

/ dxiliartize the administrative operations of the Mili- 
t y Establishment, especially in the area of financial 
magernent. The Hoover Commission recommended 
lit certain business or commercial-type activities of the 
ilitary departments be financed by means of revolving j 
I working capital funds. Their re^mmendations were j 
tacted into law in I9A9 as part of the \ational Se- j 
(rity Act. This law authorizes the Secretary of De- ■ 
use to establish working capital funds for the purpose ! 

financing the procurement of certain supplies and ; 
ilding them in inventory until they are sold to con- | 
•iners and for financing the operations of industrial- j 
I pe and commercial-type activities which p/o\ide , 

I nnmon services to departments and agencies of the | 
i epartment of Defense. Within the Army, the funds . 
j sed for this purpose are designated as the Army Stock 
I and and the Army Industrial Fund. 

I The basic concept of working capital funds is simple. | 
\\ fund is established which is used to procure and to | 
i old inventories or to defray the costs of producing 
ood^ or services, hnentory items or services are sold 
) customers of the fund. The proceeds of the sale are ; 
'eposited in the working fund account and become 
yvililahir to hu\ more hiu ntorx or to finance serxices. 
l 72 fs cycle continues for the life of the fund, f rom 
characteristics, working capital funds are knoxvn 
25 revolving funds. 
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,hy i sj: working, capii ai. fi nds? 

\ the commander .of an induslnaily funded in- 
a'htion and he ^^•dl g.vc voii opc list of reasons. A^k 
t-istics stalT i'tliccr. or an uccouminc policy planner 
pmtaeon. and each N^dl probably provide entirely 
Indent' re.rsonv Strangely enough, each will probably 
Vorreet althoush in a somewhat limited way. .An 
oesiinc char-Kterotic of working capital tunds is 
^jneop’le tend to >ee the adv ant. tees and doadvan- 
3£;*difTerently. depending upon the viewers organiza- 
icil leve! and functional perspective. 

nother peculiar aspect of working capital funds is 
hivarietv of applications fvuind today in the Depart- 
na of Defense (DOD). Both the form and scope 



of working capital fund application^ vary markedly 

from service lo ’^orvico. t i a 

These phenomena of working capital tnnds. me di- 
verse attitudes thev arouse and their ^cemlngly mev'n- 
sistent use within DOD. may be traced, in part, to the 
faet that such funds actually ^erve two very dilTercnt. 
althouch rclatablc. purposes These purpo>e> arc pr»)d- 
uct or'servicc costing and hnancial control Sv-nu-imes 
these funds arc employed to serve one purpose, some- 
times the other, and >ometimes both 

Product or service costing is -imply a technique for 
converting costs from one form to another so -hat '.ley 
mav he transferred to the ultimate program or function 
to be supported. For c.xample, the .Military Airlift 




Armv Industrial Fund— /I consolidated working capital , 
fund' consisting of une.xpended balances of cash on , 
deposit in the Treasury or its equivalent; accounts , 
receivable: stores of supplies, materials, and ^^'ork w ■ 
process: finished goods; and all other a, rrent and de- 
ferred assets pertaining to or acquired in the operations , 
of Army installations or activities financed by the tuna. ^ 
The foregoing current assets are subject to all current 
and accrued liabilities in connection with or pertaining 
to such operations. The fund is applied to industnal- 
and commercial-type activities of the Army that pro- 
duce and furnish goods or render services to other 
activities on a reimbursable basis. 

Army Stock Fund— .d means for consolidated manage- 
ment. financing, control, and accounting for tfu pro 
curement and inventories of those items of materials, 
supplies and equipment, the costs of which are charge- 
able when issued, to a number of con.summg 

Source: .4K 310-Jb 
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,„.nd incur. 'n the form of cmrl''>‘-c salaries 

vj other supplies. nK.intcnancc contrac.v and 
:Iatcd good, and .crsiccs in creatmg the a.r 
'rrt capabiht> required bv the Department of 
The Airlif'l 'iervice Industrial fund (a vSi-rking 

. ,r careo and personnel. Air transporiauon may 
; , -purcha.ed" in manageable increment, by sari- 
. ‘u.tome-s." that is. those prt'grams and activities 
’,e Department of Defense requiring this service as 
;incn of expense in mission accomplishment. Note 
. n accompanving benefit of the prsnluct-services 
concept is the automatic scp.iraf.on of mission 
" :sib.l.t.es into proper roles and the consequent 
p ation of much program management 
‘sod example is depot maintenance. Rebuild is 
,rrillv an alternative to new procurement. Accord- 
-I. the depot maintenance program manager is 
inirned with the rebuild cost per unit of. say. a com- 
»hide. The maintenance industrial fund manager, 

, i other hand, is concerned with the proper mix 
^ ,ods and services, including overhead, to rebuild 
.e ehidcs. Efficiency is thus facilitated as the mdus- 
iafund manaser’s primary attention can be focused 
pa minimizing costs, while the maintenance pro- 
r^Pier concentrates upon selecting the number to be 
•tilt, considering the cost-quantity variations and 
It native courses of action. 



riiuneial ..rn'r. l. ihe <'t'H'r i'c i- f-T ..d'-p^ 

h,g capital fumb. bvM lep' .-■.•n'ed he v 

Stiiek funds fmaii e "ippK n;.>'>.-i’e!neiii -p- ' e. I's a.r 
expense items. In the pr-Kcs 

imposed up'm .upply r.i.m.'eemviii liir.'ugh a ‘ 

■|/ed and orderly c-ntr.-l and irpoi'iiic '■ 

dreds of llioU'and. of sep.u,ite rcr.i<. r. prcs.m’.mg .ml- 
lions of dollars -.vairtn of iriun'ory. .ite tlu' 
supplv pvMicv so that supply .<perations and p-.ri ';'i- 
anee can be mea.mred in fiirdueml -erms md 
deeis'ons can be implemented througfi iman.ij! 
trols Note th.nt the Department of Defense ooes not 
choose to fully utilize the product service co.tirg feature 
of vvorkine Ciipital funds in d.iis '..oe. I he -.a . n 
having a stock fund item pays a price that ine.i.des- 
onlv certain selected costs involved in obiain ng a..' 
handling the item in the DOD logistics sy^sicm. .vn- 
trast this with the purchase of an item from Sears. 
Roebuck and Company in which all costs (warehousing, 
transportation, administration, etc.) as well as profits 
arc included in the price to the customer. 

A special form of revolving fund application is the 
“service center” concept. Just as industrial funds .-.re 
used for a major support activity, the objective of :he 
service center costing concept is to transfer the cost 
of a local support activity (for example, post mainte- 
nance aut-^matic data processing (ADP). communica- 
tions and transportation facilities) to the mission 
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ictities being supported. In theor\\ the full costs of 
niions are thus revealed for more accurate cost- 
jff'iiveness analysis and decision making. 

0 date, this application has had limited use within 
’JitArmy. One example is the handling of ADP ser\'- 
ice at Army Materiel Command (AMC) depots. In 

the various mission accounts “buy” ADP support 
fro the central facility. Intially, all costs are incurred 
agnst the ADP functional account under base opera- 
tics. In order for service center costing arrangements 
to»e practical, relatively simple accounting techniques 
arnecessarv'. Otherwise, the administrative burden may 
oweigh the benefits. 

1 was mentioned earlier that a variety of viewpoints 
su'ound working capital funds in the Department of 
Dense, due in pan to the different purposes of these 
fuds as seen against various backdrops of manage- 
cnil objectives. However, there exist also cenain myths 
ail misconceptions regarding working capital funds 
ail these. like most myths, have roots in partial fact. 

vlyth Number One: Industrially funded acti^i^ies 
ai more costI\, “License to steal,*' is the phrase that 
snetimes accompanies this complaint. In part, the 
al’gation appears to be supported by the fact that 
irustrially funded installations frequently enjoy a 
hher standard of living than others. That is, the 
brklog of essential mamtcnance and repair is fre- 
qmtly less at industrially funded in^lallations than at 
iitallations depending upon their own appropriated 
fiids for facilities maintenance. Deeper reflection will 
real, however, that essential repair is cosi-etlectivc 
b definition and its deferral is ineffieient. although 



the additional cost may not reveal itself in the same 
appropriation or time-frame. For example, deferred 
minor repair may result in major construction that 
misht have been a\oided if the installation had been 
encumbered w-iih no greater restriction than demon- 
strating that the maintenance project was cost-effective. 
In authorizing working capital funds, the Congress 
w'as recognizing the wisdom of providing tools so that 
the rigid demarcations between appropriations and 
fiscal years will not always impede efficient manage- 
ment. 

Another side of this myth is the legitimate complaint 
of customers that reductions in workloads are o^ten 
offset bv increases in the unit cost of the product or 
service, thus preventing the customer from re^^uzing 
dollar savings. This can occur most readily where there 
is improper management of capacity that is exce>s to 
current workload requirements. In theory, the burden 
of maintaining such capacity should be charged, not 
to customers through the product or service cost, out to 
appropriated funds as a separate activity similar to 
production base support and industrial preparedness. 
There are really two elements to this problem: ac- 
curately measuring excess capacity and defending 
budected amounis for idcntitied unutilized or under- 
utilized facilincs and people. 

M\th Numher Two: Working capital finuis have 
little application outride of the logistics area. U is true 
that the initial applications o( these concepts have been 
in logistics^rdated areas. Slock funds arc b> derhution 
a tool of supply nuinagcment. The revolving »und cv^n- 
cept, however, is theoreticalh applicable to any aenv- 

(Coniinucd on 
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jring Capital Funds ^Continued from page II) 




v^ere the output is not an end in itself but, rather, 
ipits a major mission. The controlling criterion is 
et:r or not that output can be converted to a pur- 
iScle input (element of expense) of the supported 
x:»n. One %vay to establish a classification of poten- 
endidates for working capital funding is to divide 
jograms of the Department of Defense into two 
efries: independently programed activities and de- 
activities. The former would include strategic 
i meral purpose forces, certain su^tegic communi- 
ics and intelligence activities, Reserve component 
ce. and most research and development projects. 
05 remaining would comprise a set of activities that 
stolely to provide suppon for the independent pro- 
irr. Those few activities whose output is not con- 
:r; to measurement in terms that correspond to the 
•u of the independent programs might eliminate 
rr:onsideration such activities as ser\*ice academies, 
)T, industrial preparedness, and most departmental 
iduaners activities. .All remaining activities would 
ir ent. at least theoretically, potential candidates for 
‘rial management under the uorking capital fund 
Kpis of product or service cost accounting and out- 
: onirol. As a final test, however, it is useful to 
ko the private sector of our economy to determine 
e er similar activities are feasible operations under 
.sciplmes of commercial enterprise. A good case 
pnt is the current study b\ the .Army .Materiel Com- 
n to determine the >urabiiity of industrially funding 
peration of central supply depots. Looking at the 
\ e busine^s community it is apparent that the 
icons of receiving, storing, and issuing can be and 



are readily treated as commercial services, available for 
a price, that a potential buyer can weigh in his mix of 
cost alternatives in conducting his business. 

References to the private business sector can be mis- 
leading in connection with working capital funds, how- 
ever, and often give rise to our next myth. 

M\th Number Three: The absence of a ‘’profit mo- 
tive” precludes obtaining cost control benefits under 
industrial funds. This myth presumes that in a prefir- 
seeking business the pressure to maximize profits wiil 
automatically result in the reduction of costs to a 
minimum. This is, of course, a naive view of business, 
since maximum profits often entail an expansion of 
costs. Furthermore, the toughest part of finding the .most 
efficient mix of inputs for various outputs lies in ac- 
curately measuring costs and predicting benefits, a diffi- 
culty that is neither increased nor lessened by the pres- 
ence of a profit motive. The grain of truth behind this 
myth, however, is that some basis is needed to evaluate 
the success or failure of an activity that is managed on 
a revolving fund basis. In other words, a formalized 
review process must exist to insure that the working 
capital fund operation is properly conducted and con- 
trolled. This review requires two determinations. 

First, is the workload forecast reasonable? This can 
be ascertained at each review le\el onl\ to the extent 
that customer programs come under the cogniz.ince of 
the reviewing echelon. In the case of an industrially 
funded activity whose customers are not primarily 
within the same defense component, the Citfice or the 
Secretary of Defense must make the final decision on 
the accuracy of the workload forecast. 
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,r uid.rcci prodiwi'on o-Ms .oio.vKr... .. . .l 

n nudt '-’I'r-*’ .•d-nir..sUa'..vc -s.-.K.id 

T-c ...p.Tni.-n>.: C0.1 -.n-.dnrJ^ ,!.-. 

v-iv-nr a .-••nir-'i' ro.. IP- 

\ ;,h Nun.lnr l our: s,o.k lund. ran .renU- 'IMM 

'bK- -t t:u- -t dio 

nnd .-.-..n* :!i:p 

-and pm pri^'c <-iy 

'nnn-.-r hc-.-dr the MunaK. !,e .-f.e.i can adjust Ins op- 
‘ ,tion< VO as to prevent .uppK pr.^blcms 
;; .. not vurprivtne. houc-cr. that there tv oec o.onal 
nua. to ditTerentiate bet^scen the probkin and the 
irm which reveals it For eKample. a frequently heard 
i,mplaini is that situations arise in vehich the custo- 
cr has consumer funds to purchase supplies. . ut th. 
cal supplv aetivitN cannot proside the items needed 
nving to a shortage of stock funds. On the surface. 

VORKING CAPITAL FUNDS 

(REVOLVING) 




iai micht appear to be a problem created by the stock 
Lind svstem. In almost every case, however, it is found 
hat available st.H'k funds had been spent to place un- 
leeded items in the invenu'ry. Without the sl-vk fum 
he vvTom: items could simplv have been bought using 
lu- consumers- Uinds in tl'.e fus, place. No sc stem can 
.i-.arantee perfect forecasting flo.vever. the stock tund 
svsiem creates -he kind of fm.ineial inventory control 
cnvironmei.t through •.vhkli g-od inanagement can K 
excr-ised and p'-or management can l-e idemilied. 

.Materiel rmuriis to the stock fund provide another 
fiequent sv.urec of miMinder'iaiKluig Whenever a cus- 
tonim is denied full sfcvlii b-r perle.ilv good itenis. he 
IS melined to view the sio. k funded supply sVstem as a 
skiiillint operaii-m designed to .vpl-nt the captiv. ciis 



iiiiiKT '.niU in 

K. iuqine into .he -e.il prolde n . T;!". , 

biiv an uinueslsd u.cin m the lust pi i.e. I ic . • - ► m-c. 
sVstem pi-'visles :i si;>iHlaidi/ei.l b.i-i' !> • , s i.. 
•ai.rldwide redistn'Mi-ioii of -.la'ef- I -n 
basis. Ihere ire tm-sS, h.'.ve.er .v;i.T- 
taken somewheio in -he Wmv-wiJe svstem -s^ . .com 
of a lone supply pv-'ition. 'si-.h iossus. e-.cn -v -,r- -vv 
ds) ni't repre's-m pos-r -njne.genieni >-u.. an 

eseupaWe part --f ‘he s--st of opci at-.-ns. -in.) 

rctlovicd .iLiannNi •’pv.i.t.*''. 

sp.msible. Ma-.erie! eredd p.-licy is <o designed. I -a :on- 
ceal such costs bv bnrving them m the stock tmic. w.-u .. 
oiilv distort the true eos- of activities and oper..ti-'ns a.M 
ciKomage. rather than dise-'ur j'ce. p-.-or materiei i la- - 

a^cment. 

'Where do we go from here? 

Defense management is still in the learning s^.ng ... 
obtainim: the maximum benerit from these too s. Us 
use ot Cotking capit.'l 1"- S'"''" 

st.-adily since ,hcy 'vee fir,, 

Hoover Commission and their use authorized . 

Law *'16 in 1949. However, this evolution must oc. jr 
in pace with the successive stages of understanding ar.u 
development of other related management concepts sJen 
as performance budgeting, output measuring, and 
gram stnicturing. .-M present, it is cons.dercd more 
prudent to eoneciitratc upon improving the manag. 
mcni and correcting the deficiencies of Lurrent 
capital fund applications than to seek an 
their use. The Comptroller ot the .\rm>. m sollabc. 
tion with He.adquarters. .A.MC. has been conduetm.^ a 
studv of industrial funds and their management. 1. is ... c 
surprising that one of the study’s most dtfl.cuu 
has bccn“ to come to grips with the unutilized eapa.^ 
problem discussed earlier. .-\ major outgrovvth c. 
suidv thus far has been the publication o c y 
Staff Regulation 37-11. 28 June 1971. asvigmng denm- 
tivc Headquarters. Department ot the Army ^-4- 
sponsibilitics with revpect to .Army 

Another development is the tasking of ^ 

Management Institute to vtudy the use o v.w ■ 
in fmaneing Army inventory .md to make approp.,-. 

roeommendations. , ,,4.. • -n- 

I he c-ollcetive elfeei of these and other v ud-w . . n 
eerning wo. king e.ipit.il fund> is the very aealthy me ...- 
lion that the cvoliilion is continuing. 

Mr. Mm r. n-Mau- Offi.v •'’y'",':,''":;.;'; 

^| \n. llis hu k>.:ro,md /m 

Ihumdcil s^^n■’ns dc^n ' .son - v 

lod^tUs-nhitcd wMcms. H, hoUh a 

gri-(- in /btrmi'.v.v Adininistniiu<n 



Mtf OFflCIAl -AAGAZINE OF -cJNiTED SIATES ARMY LOGISTICS 



ARMY lOGlSTICtAN 



' \ 



GOVERNMENTAL ACCOUNTING 



J. M. Fremgen 

Accounting for the financial dimensions of the operations of a 
governmental activity is not greatly different from the accounting for 
a business enterprise. Governments acquire assets, incur liabilities, 
earn revenues, incur expenses, collect cash, and pay bills just as 
business firms do. For a stated fiscal period, a governmental unit can 
and typically does prepare a statement of operations similar to an income 
statement; and, as of the end of that period, it prepares a balance sheet. 
There are, of course, differences in the structure and nature of a govern- 
mental unit as compared with a business firm. These differences are, 
quite properly, reflected in the government's accounting records and 
reports. A government, for example, is not constituted with the objective 
of making a profit on its financial transactions. Hence, its statement 
of operations is more concerned with the financial aspects of various 
governmental operations than with a final result called income. Further, 
a government is not ov/ned by an individual or a small group of individuals 
and operated in their best interests. It is representative of all persons 
within its jurisdiction, and it is operated to conform to the legal require- 
ments and restrictions imposed upon it by its constituency through their 
elected representatives. (The only significant distinction here in a 
monarchy or dictatorship is the number of persons having a voice in the 
determination of these requirements and restrictions.) Whatever its 
objectives, however, the government must operate in the economy in v/hich 
it finds itself; and it must operate in accordance with the rules of that 



economy. That is, it must enter into financial transactions in order to 
pursue its objectives. 

PECULIARITIES OF GOVERNMENTAL OPERATION 

There are certain features of a government which are significantly 
different from those of a business enterprise. Not surprisingly, these 
features influence the accounting system. The principal source of 
revenue in most governments, for example, is taxation. Within reasonable 
limits, tax revenues may be assessed without regard to the services 
rendered by the government. Thus, while the revenues of a businessman 
are directly related to his distribution of goods and services to 
customers, those of a government are not necessarily proportional to 
government services. Partly because of its ability to finance its 
operations by taxation and partly because of the generally recognized 
need for government, a governmental unit usually continues in existence 
despite unsatisfactory financial operations. It is possible, thus, for 
a government to incur liabilities in excess of its assets without becoming 
insolvent. (With respect to the United States government, this point 
should not be exaggerated. The Federal government's accounting system 
grossly understates the nation's assets.) Finally, a government 
representative of the will of the governed is more narrowly constrained 
in its operations than is the typical business firm. For example, it 
is legal for the Prudential Insurance Company to sell retirement 
annuities to interested persons simply by virtue of the fact that it 
is an insurance company. It was not legal for the United States 



government to offer retirement annuities, however, until the Congress 
enacted and the President approved the Federal Insurance Contributions 

Act. 

IMPORTANCE OF THE GOVERNMENTAL BUDGET 

A budget is simply a plan of financial operations for an entity 
during some specific future period of time. Most entities have budgets 

ff 

of varying degrees of formality — including business firms, governmental 
units, nonprofit organizations, and many households. In the typical 
business enterprise, the budget indicates planned sales, expenses, asset 
acquisitions, cash collections and disbursements, and capital procure- 
ment for a particular period of time. The operating budget for a 
particular division ordinarily estimates revenues and operating expenses 
consistent with the division's forecasted sales volume. If actual sales 
volume proves greater than forecasted, however, the division manager is 
not prohibited from accepting the additional orders or from incurring 
the additional expenses necessary to fill those orders. The analogy 
here does not carry over to a governmental unit, however. If the 
Secretary of Defense finds that the spending authority given him by 
Congress in the annual budget is inadequate to meet the operational 
demands placed upon his department, he cannot legally spend more. He 
must ask Congress to amend the budget. Should Congress decline to do 
so, he would have no alternative but to operate as best he could under 
the inadequate budget limitation. To spend more than the budget allowed 
him would be illegal, punishable by fine and/or imprisonment. 
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Nonprofit organizations such as schools and fraternal organizations 
tend to regard their budgets more nearly like those of government units 
than those of business firms. For example, the chairman of the English 
Department at a private university is given an operating budget for the 
ensuing academic year. It permits him to hire one additional professor 
and to increase his consumption of paper and supplies by 10 percent. 

The demand for his courses is such that he needs three additional 
professors to avoid unduly overloading his present faculty, and he feels 
that conservative usage of supplies v/ould require a 25 percent increase 
in his budget for them. Nevertheless, he is constrained by the budget. 
Should he recruit the two additional but unauthorized faculty members 
he feels he needs, the university will not add them to the payroll. V'hen 
he submitted a requisition for the purchase of supplies in excess of the 
amount allowed him in the budget, the Purchasing Department would refuse 
to honor his request. 

Business firms as v;ell as governments and nonprofit institutions 
compare their actual operations with the budget. The timing and the 
significance of their respective comparisons are different, however. 

The business firm compares actual performance with the budget after the 
fact. It seeks to identify deviations from the plan and the reasons 
therefor. The governmental unit, on the other hand, conducts its actual 
operations in such a way as to ensure compliance with the budget. In 
doing so, it seeks to avoid deviations from the plan. Not surprisingly, 
then, the accounting system of a governmental activity formally includes 



these all-important budget constraints. The budget is recorded directly 
in the accounts. Budgeted financial data and actual data stand side by 
side in the accounts, where their relationship can be seen directly. 

BUDGETARY ACCOUNTS 

Recording the .budget in the .accounting -system means that the govern- 
ment's ledger includes accounts for budget data as well as actual data. 

« 

Budget data are accumulated in budgetary accounts . Actual data are 
accumulated in proprietary accounts . The latter are equivalent to the 
familiar accounts in the ledger of a business enterprise. 

A simple and broadly summarized recording of the Federal budget 
for a hypothetical fiscal year is shown below in the familiar form of a 
journal entry. Federal revenues from all sources are estimated at $205 
bill ion and spending for all purposes is approved in the amount of $207 
billion. Thus, a deficit (excess of expenditures over revenues) in the 
amount of $2 billion is anticipated. The entry for this budget is as 
follows: 

Debit: Estimated Revenue 205,000,000,000 

Debit: Planned Deficit 2,000,000,000 

Credit: Appropriations 207,000,000,000 

All three of the accounts debited or credited here are budgetary accounts. 

The Estimated Revenue account reflects what the Department of Treasury has 

estimated the government will collect in taxes and fees during the fiscal 

year. This estimate is based upon existing or planned tax rates and the 

best available forecast of economic activity for the period. Should the 

level of economic activity change materially from that forecasted, the 



actual revenue collected is likely to be significantly different from the 
estimate. In a period of recession, for example, the general decline in 
income results in a reduction in revenue from income taxes. Conversely, 
if incomes are higher than expected, actual revenue may exceed the 
estimate. In other words, the budgeted revenue is neither a required 
minimum nor a legal maximum. It is simply the best possible estimate 
based upon economic forecasts. 

The Appropriations account reflects the level of government spending 
approved by the Congress and the President. While there is no legal 
requirement that the entire amount appropriated be spent, no more than 
that amount may be spent. It is illegal to spend in excess of appropria- 
tions. An appropriation is the legal authority for a governmental unit 
to spend Federal funds for specified purposes. It is an act of Congress, 
a Federal statute when signed by the President. Appropriated funds may 
be spent for the acquisition of assets Ce.g. buildings, ships, office 
equipment, etc.) or for current expenses (e.g. salaries, power and light, 
office supplies, etc.). Each time an expenditure is made, the remaining 
appropriated funds are reduced by that amount. At the end of the fiscal 
year, any unexpended appropriated funds are cancelled (unless the appro- 
priation law provided that they remain available for longer than one 
year). As a final caution, it should be noted carefully that appropriations 
or "appropriated funds" are not cash. Rather, they are legal authorizations 
to incur obligations in the name of the Federal government, which obliga- 
tions ultimately will be paid in cash. 
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It is interesting to note that estimated revenues are recorded by a 
debit, whereas actual revenues will be recorded by credits. Similarly, 
appropriations are recorded by a credit and actual expenditures will be 
entered as debits. This reversal of the usual practice for debits and 
credits in the case of budgetary accounts facilitates distinguishing such 
accounts from the proprietary accounts in which actual transactions will 
be recorded. The Planned Deficit*account is used simply to balance the 
recording of the budget and to indicate the expectation that the planned 
excess of spending over revenue will have to be financed by further 
government borrowi ng . 

While the entry above is fairly descriptive of the way in which a 
municipal government would record its annual budget, it is not an accurate 
representation of budgetary accounting in the Federal government. The 
Federal government does not prepare a formal budgetary account for total 
estimated revenue or for the overall planned deficit or surplus, although 
each of these is carefully planned in advance. The Federal government's 
budgetary accounts focus chiefly on the appropriations or planned expendi- 
tures. There are good reasons for this focus. The management and control 
of government spending is enormously complex, Appropriations are sub- 
classified in two important ways. Each appropriation indicates (1} the 
specific department or agency authorized to spend funds and (2) the 
specific object for which the spending is approved. For example, an 
appropriation might indicate that it authorizes (1) the Department of 
Defense to spend a certain amount for (2) military pay. No other 
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department or agency could expend any portion of this appropriation, and 

the Department of Defense could spend it only for military pay, not 

military travel or civilian pay or anything else. An executive of the 

Federal government does not have the authority to divert funds 

appropriated for one purpose (e.g. equipment) to another purpose (e.g. 

-personnel), even though such diversion might reasonably be adjudged 

consistent with the objective of efficient government management, (The 

« 

Resource Management System in the Department of Defense does allow 
managers limited authority to spend appropriated funds for whatever they 
need, without regard to an earlier specific spending plan.) 

ILLUSTRATION OF APPROPRIATION ACCOUNTING 

In view of the close control over the administration and spending 
of appropriated funds, it is not surprising that the accounting system 
of the Federal government includes detailed budgetary accounts for 
appropriations at the various levels of management in the departments' 
and agencies charged with the responsibility of spending the appropriated 
funds in compliance with the law. The accounting procedures for one 
appropriation in a hypothetical government agency are illustrated below. 
It should be noted that most of the accounting entries in this illustra- 
tion deal only v/ith budgetary accounts. For the sake of com.pl etencss, 
however, the recording of the actual spending transactions in proprietary 
accounts is included at the end of the illustration. 

The Department of Natural Resources has three chief operating 
divisions. Conservation, Reclamation, and Statistics. Each division has 
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several branches throughout the country. The Department owns a variety 
of equipment at various locations. For the fiscal year 19xx, Congress 
appropriates $8,000,000 for the repair and maintenance of this equipment. 
This money may be spent only for the designated purpose and only during 
fiscal year 19xx. All Federal appropriations are recorded in the books 
-of the 'Division of Central Accounts of -the' Department of Treasury. The 
entry to record this appropriation would be as follows: 

Debit: Available Funds 8,000,000 

Credit: Appropriations 8,000,000 

The appropriations account has already been explained. The Available 

Funds account is also a budgetary account. It is not an asset, and it 

most definitely is not cash. Rather, it indicates that the Treasury 

stands ready to provide $8 million for the equipment repair and 

maintenance bills of the Department of Natural Resources. Its basic 

function is to balance the budgetary accounts in the ledger of the 

Division of Central Accounts. 

The Department of Natural Resources cannot spend the entire $8 million 
appropriation at once, hov/ever. It must estimate its repair and maintenance 
costs on a quarterly basis and then request that the appropriation be 
released to it on that basis. The release of appropriations to agencies 
is administered by the Bureau of the Budget i the form of apportionments; 
so much appropriated money is released each quarter. The purpose of the 
apportionment procedure is to prevent agencies from overspending early in 
the fiscal year and to avoid the need for subsequent appropriations by 
Congress to cover deficiencies. If the $8 million appropriation for 
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repair and maintenance in this .illustration is apportioned in equal 
amounts over the four quarters, the Department of Natural Resources 
v/ould make the following entry to budgetary accounts when it received 
its first quarter's apportionment; 

Debit: Available Funds 2,000,000 

.Credit: Unallotted Appropriations ..2.»000,000 

The Available Funds account serves the same function as the same 
account in the books of the Division of Central Accounts Csee above). 

The Unallotted Appropriations account indicates that the Department has 
spending authority not yet allotted to its three divisions. 

Part of this appropriation would be allotted to each of the three 
operating divisions. If the entire $2 million available for the first 
quarter v/ere allotted at once, the entry in budgetary accounts on the 
books of the Department v;ould be as follows: 

Debit: ■ Unal lotted Appropriations 2,000,000 

Credit: Unobligated Allotments 2,000,000 

This entry simply indicates the change in the level of Department 

responsibility at which the appropriated funds are now controlled. Each 

division would record its share of the allotted funds and then further 

distribute them among its branch offices. Each division and each branch 

thereof would maintain its own budgetary accounts for available funds 

and allotments. 

When a business firm places an order for goods or enters into a 
contract for services, it makes no entry in its accounting system until 
the goods are delivered or the services are performed. When a government 



agency orders goods or contracts for services, however, it records the 
fact that it has obligated, or earmarked a portion of the funds appro- 
priated for it. This entry still deals with budgetary accounts only. 

Its purpose is to show that the spending authority for the agency has 
been partially committed and, hence, that the remaining balance available 
for spending is reduced. Suppose, for example, that the Los Angeles 
office of the Division of Statistics of the Department of Natural 
Resources contracts with a local firm to perform routine maintenance 
work on its office equipment during the first quarter at a contract price 
of $6,000. Even before any v/ork is done and any bills received, this 
contract constitutes an obligation of appropriated funds for a specified 
purpose and prevents further obligation by the Department of more than 
$1 ,994,000 in the first quarter. The entry to record th.is obligation 
on the Department's books is as follows: 

Debit: Unobligated Allotments 6,000 

Credit: Unliquidated Obligations 6,000 

In other words, part of the total allotment to the Los Angeles Office 

has been obligated for a particular objective, but the obligation has not 

yet been fulfilled (liquidated) by performance of the contract services. 

When repair bills are received in the Los Angeles office from the 
contractor for services accepted as satisfactory, the obligation has been 
liquidated and an expenditure of appropriated funds has occurred. This 
is recorded in budgetary accounts as follows: 

Debit: Unliquidated Obligations 6,000 

Credit: Expended Appropriations 6,000 
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6,000 



Debit; Vouchers Payable 

Credit: Available Funds 



6,000 



When the Division of Central Accounts in the Department of Treasury is 
advised that the disbursing officer has paid the contractor by check 
for this voucher and that the check has cleared, the following entry 
is made on the Division's books: 

6,000 



Debit: Expenditures 

Credit: Cash 



6,000 



Both of these are proprietary accounts. The Expenditures account is 
used to summarize all government spending during the year. The asset 
and expense accounts detailing the specific goods and services obtained 
for the money expended appear only in the books of the departments and 
agencies concerned. 

The foregoing illustration is necessarily simplified to a great 
extent. The complicated structure of the Federal government coupled 
v/ith the extensive legal restrictions imposed by Congress on government 
spending authority must be reflected in the government's accounting 
system. Most of the detail is eliminated in the illustration above, but 
the basic concepts and procedures shov/n are valid. 



FUND ACCOUNTING 

Another distinctive feature of governmental accounting will be dis- 
cussed only briefly here. For purposes of financial management and 
accounting, the resources and activities of most governmental units are 
administered and accounted for in several subentities called funds. In 
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this context, a fund is a collection of assets and corresponding claims 
on assets which are used for some specified purpose in accordance v/ith 
law and which are treated as a separate accounting entity. Each fund, 
therefore, is accounted for in a self-balancing (assets = liabilities + 
ov/ners' equity) set of accounts. 

In the Federal government, there are three important types of funds. 

By far the largest of these subentities is the General Fund. Almost all 
of the ordinary operations of the government are financed through and 
accounted for within the General Fund. Payment of salaries for military 
and civilian employees in all departments and agencies is a General Fund 
transaction. Purchase of materials, construction of a building, sale of 
government bonds, and expenditures for foreign aid are all General Fund 
transactions. 

The second important type of fund in the Federal government is the 
working capital fund. A v/orking capital fund is a commercial -type activity 
that sells its services to other governmental agencies. The appropriated 
monies with which customer agencies pay for these services are accounted 
for in the General Fund. The receipt of these monies by the commercial 
activity and subsequent spending of them for the operation thereof are 
v/orking capital fund transactions. The Navy Industrial Fund is an 
example of a working capital fund. Its activities include shipyards, 
printing plants, MSTS, and other business-type operations. The Government 
Printing Office and the General Services Administration are also exam.ples 
of working capital funds. 
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The third important type of fund is the trust fund. Trust funds 
include monies which are held in trust by the government for the benefit 
of specified persons. The most familiar examples are the Social Security 
Trust Fund and the Civil Service Retirement Fund. Because of their nature, 
trust funds have relatively few types of transactions. The principal ones 
are receipts of cash, investments of cash in government bonds, and disburse- 
ments of cash to beneficiaries. 

Many other types of funds would be found in the structure of a large 
municipal government. They present many interesting problems of manage- 
ment and accounting, but these are beyond the scope of the present 
discussion. Any fund, regardless of its purpose, is a separate accounting 
entity with its own accounting records. As these are self-balancing 
records, financial statements can be and typically are prepared for 
individual funds. The underlying reason for the establishment of a 
separate fund is either administrative convenience (as in the case of a 
v/orking capital fund) or compliance with legal requirements Gas in the 
case of the Social Security Trust Fund). 

PLANNING-PROGRAMMING-BUDGETING AND RESOURCE MANAGEMENT SYSTEMS 

In 1961, the Department of Defense inaugurated a new budgetary 
system that came to be known as the Planning-Programming-Budgeting 
System (PPBS). Basically, PPBS was a new approach to internal planning 
in the Department. The planning phase entails definition of long-range 
strategic objectives, such as the capability of nuclear retaliation in 
the event of enemy attack. The programming phase involves the 
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identification of alternative systems or programs for achieving these 
objectives and the selection of one or more programs for implementation. 

For example, our nuclear capability is largely implemented by means of 
the Polaris/Poseidon missile program, the Minuteman missile system, and 
the Strategic Air Command. The budgeting phase is then the annual 
estimation of funds required to operate ongoing and new programs. PPBS 
has now been put into effect in almost all Federal agencies and, 
incidentally, in many state and local governmental units. What PPBS 
really seeks to do is to focus attention on the purpose for v/hich 
government funds will be spent (e.g., nuclear retaliatory forces, v/ater 
pollution control, urban renewal, education, etc.) instead of only on 
the items for which they will be spent (e.g., salaries, travel, supplies, 
land, etc.). However, PPBS is still implemented only within administrative 
agencies. Congressional appropriation bills continue to specify spending 
authority in terms of items rather than programs. Congress, of course, 
does study and evaluate proposed programs in the process of developing 
and approving appropriations. 

In 1968, the Department of Defense instituted a new Resource 
Management System (RMS). RMS incorporates PPBS and attempts to go 
further by extending the basic philosophy of that system to operating 
activities and by incorporating it in the actual accounting system. 

Thus, RMS is more significant for governmental accounting than was PPBS. 

RMS is intended to make the commanding officer of a military installation 
responsible for the effective performance of his assigned duties within 



the broad constraint of a budget allowance, but not to constrain him 
narrowly to the specific items for which he must spend that allotment. 

Thus, if he had excess funds originally planned for maintenance 
available and a shortage of funds for fuel, he could spend the former 
to compensate for the deficiency in the latter. Originally, RMS v/as 
also to allow the commanding officer authority to substitute military 
billets for civilian, and vice-versa; but this authority has not yet 
been granted and many question that it ever will be. Nevertheless, 

Congress continues to appropriate military funds for spending items. 

Thus, higher levels of military management Ce.g., the Navy bureau/systems 
command level) must reconcile the free spending authority of activities 
with appropriation categories. As a practical matter, this requirement 
has resulted in a limitation on the spending discretion actually allowed 
unit commanders. As more experience with the system is obtained, it is 
possible that Congress will relax its own appropriations restrictions 
in details, not in total amount. 

Another important accounting implication of RMS is an emphasis on 
accrual accounting. Prior to its inauguration, most governmental activities 
accounted for their appropriated funds essentially on the cash basis. For 
example, no attempt was made in operating units to distinguish between 
spending for materials and supplies purchased and consumed during the 
fiscal year and spending for items purcliased and still in inventory at 
the end of the year. This distinction was made in working capital fund 
activities, however, such as the Navy Stock Fund. Obviously, ignoring 
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inventories and other accruals could lead to serious misallocations of 
resources in subsequent years; and RMS is designed to prevent such 
errors. 

While RMS has made changes in the details of accounting within 
operating units and at higher levels of military management, it has 
not changed the basic structure of appropriation accounting described 
earlier in this paper. The basic effect of RMS in accounting will be 
to make the accounting records and reports of operating activities more 
like those of industrial and commercial firms than previously. The 
unique features of government accounting -- budgetary accounts and fund 
accounting — remain. 
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CHIEF OF STAFF 



The Chief of Staff takes the final approval or | 

adjustment action at HQ USAF. Upon approval by the Chief ! 

of Staff, the estimates are submitted for departmental 
approval to the Secretary of the Air Force I 
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SECRETARY OF THE AIR FORCE 

The Secretary of the Air Force takes the last official 
action on the budget estimates in the Department of the Air 
Force. He is assisted in this evaluation by the Under 
Secretary and Assistant Secretaries, particularly by the 
Assistant Secretary for Financial Management. 




OFFICE OF THE SECRETARY OF DEFENSE 

After final approval by the Department of the Air Force, 
the budget estimate is transmitted to the Comptroller of the 
Department of Defense. He arranges for a joint review with 
representatives of the Office of Management and Budget, OSD 
and Air Force, The purpose of this joint review is to save 
approximately six weeks on a straight«-line-chain-of-command 
presentation and to insure that the budget can be acted upon 
and printed in time for submission to Congress in January, 

The joint review is facilitated and expedited by the 
fact that many of the staff members of both reviewing agencies 
will have spent considerable time during the preceding several 
months in visiting various major commands and installations, 
and will have acquired current firsthand information as to Air 
Force requirements, operations, programs, procedures, etc. 

The results of the budget ^'markups,'* which indicate amounts 
determined to be proper for inclusion in the President's Budget 
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by appropriation, program, and project, are regarded as Depart- 
ment of Defense staff recommendations at this point. PBD*s 
(Program Budget Decisions) in prescribed format are then issued. 
Based on the staff ‘'markups” and the subsequent discussions 
with the Secretary and Chief of Staff, USAF, the Secretary of 
Defense makes his formal recommendation in writing to the Office 
of Management and Budget. 



OmCE OF MANAGEMENT & BUDGET 

The Office of Management and Budget (0MB) becomes involved 
in two ways in the Air Force Budget; Formulation and Apportion- 
ment. Representatives of the 0MB meet with OSD representatives 
in working groups and panels to review Air Force estimates and 
justification data prior to approval by the Secretary of Defense. 

It should be noted that although 0MB representatives are active 
participants in the Air Force Budget review, the ultimate 
decisions are those of OSD. OSD decisions are transmitted to 
the Air Force for review and/or reclama. Final OSD decisions 
follow reclama and the resulting estimates are submitted to the 
0MB. The 0MB takes another look and prepares its recommendations 
to the President. The 0MB has the authority to amend accounts 
in its final independent review, just before the budget estimates 
are placed before the President for his review. With his approval, 
they become the President's Budget which is submitted to Congress. 

Apportionment is another responsibility of the 0MB. Accord- 
ing to law, each government agency must submit a request to the 
0MB for an apportionment of funds. Apportionment is the distri- 
bution of the monies appropriated by the Congress in the Appro- 
priations Act which has been signed into law by the President. 

The Air Force submits an apportionment request to OSD with sup- 
porting background similar to that utilized in the submission of 
budget estimates. This submission usually takes place prior to 
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1 June of each year. Adjusted requests are transmitted to the 
0KB by the Comptroller, OSD. Approved apportionments come back 
to the Air Force through OSD. Apportionments may be for 12 
months or any lesser period specified and they limit the author- 
ity of the Air Force to obligate funds by appropriation or 
activity for the time period specified. A reapportionment may 
be requested by the Air Force for a number of reasons, such 
as the removal of a 0KB limitation, the adjustment within a 
fixed year, or the need for an increase in the original apportion- 
ment. 




THE PRESIDEN' 



The President, under the Constitution and laws enacted 
pursuant thereto, has final and conclusive authority over the 
budget estimates within the Executive Branch of our government. 
His consideration of the estimates includes the weighing not 
only of the factors which the Air Force considered in determining 
the amounts requested, but also other factors such as the needs 
of the government as a whole - both defense and nondefense; the 
necessity or possibility of balancing the budget; and how large 
a Federal budget the national economy will pemit or may require. 
The President's determinations are then made known to the depart- 
ments in **Letters of Allowance*’ from the 0KB. The departments 
must then revise all of their various budget schedules and state- 
ments to conform to such allowances for printing in the Presi- 
dent’s Budget which goes to Congress in January. 

a. Reclamas to both the ’’markups** received from the 
Department of Defense and the ’’allowances’* announced later by 
the 0KB are allowed if time and other considerations permit. 
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These appeals may request complete or partial restoration of 
deductions and must include the strongest possible justification 
for action sought. Once the "reclamas" are entertained by 
either the Department of Defense or the 0MB - or both - their 
resultant decisions are binding. 

b. The preparation of the Federal budget is accomplished 
after final Presidential determinations have been made and 
all agencies have revised their estimates and submitted their 
material to the 0MB for printing in the document which goes to 
Congress. To the estimates of the many Executive Departments 
and agencies are added the estimates of the Legislative and 
Judiciary Branches of the government analyses of .. 

and other numerous special analyses of various kinds. The Presi 
dent's Budget Message is normally included as a preface to the 
Federal budget. The 0MB has this data printed and bound into 
thftrLendfus document called "The Budget of the U.S. Government, 
usually by the end of December. 




CONGRESS 






a nf Representatives . In accordance with long- 

‘‘«r.di;s coston., the House thrSousf 

fll'porLlfstLrJg o£ the house ^e Approprtattons 

P_rrrmT refcTS thc cstimates for the Air Force co 

Department of Defense Subcommittee for detailed consideration. 
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(1) The Department of Defense Subcommittee . This 
group holds hearings on the broader aspects of policies, pro- 
grams, and objectives for the Department of Defense as a whole. 
The Secretary of Defense, Assistant Secretaries of Defense, 
and the civilian and military heads of each of the military 
departments usually appear before the DOD Subcommittee, Follow- 
ing this, more extensive and detailed hearings on the estimates 
of the individual services are held by the Subcommittee, This 
is a very detailed, searching, and useful type of review. 

The presentations by the Air Force extend over a period of months. 



(2) Upon completion of its hearings, the Department 
of Defense Subcommittee drafts an Appropriation Bill for con- 
sideration of the full Committee on Appropriations, Finally, 
the Bill as approved by the full Committee is brought to the 
floor of the House of Representatives for debate by the whole 
House, This is accompanied by a report which explains decisions 
by the Department of Defense Subcommittee which effected the 
Bill, It is a "Readers Digest" version of the hearings. In 
it may be deletions from or additions to the estimates sub- 
mitted by the Ser\»ices, or it could specify certain limitations 
which the Appropriations Committee considers necessary. The 
Bill might be amended on the floor of the House before it is 
passed. 



b. The Senate . The Senate receives the Appropriation Bill 
passed by the House and takes similar actions to those taken by 
the House of Representatives, It processes the Bill through 
its Committee on Appropriations and to the Department of Defense 
Subcommittee. The Senate actions are somewhat less time con- 
suming and detailed because it has available to it not only the 
House-passed Bill, but also the transcript of the Hearings held 
by the House Committee and Subcommittee and the report of the 
DOD Subcommittee, Senate action is consummated by passage of a 
Senate Appropriation Bill which usually and understandably differs 
in varying degrees from the Bill passed by the House. Then the 
Senate version or amendments to the Appropriation Bill are 
referred back to the House. The House receives and reviews the 
amendments as made by the Senate, If the House disagrees with 
any of the Senate's amendments, this difference is reconciled 
by means of "Conference Action." 
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c. Conference Action ^ Conference Action is the process 
in which the Senate and House appoint several members to a 
•'Committee of Conference,** whose function is to reconcile the 
two versions of the Bill so that a single Bill can be recom- 
mended which will gain the approval of both Houses of Congress. 
The proceedings of this Committee of Conference culminate in a 
•'Conference Report** which is referred to both the House of 
Representatives and the Senate. Adoption of the Conference 
Report by both Houses results in passage of the Appropriation 
Bill. 
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PREPARATION AND EXECUTION OF THE FEDERAL BUDGET 

I 

The preparation and execution of the Federal budget for 
any fiscal yoar covers at least 27 months. Thus, each 
spring attention is directed to the control of obligations 
and expenditures during the final months of the year in 
progress; to the planning of programs for the next fiscal 
year, which will begin the next July; and to the develop- 
ment of preliminary plans and policies for the succeeding 
fiscal year. Even during the period of specific work on 
a particular budget, attention is also given to projecting 
the effect of program decisions on subsequent budgets and 
to identifying major issues or problems affecting the 
budget in the future. 

The preparation and execution procedures change somewhat 
from year to year. Currently, for example, efforts are 
being made to improve planning, programming, and analytical 
techniques in close integration with the budget process. 

The results of those efforts should become a significant * 
factor in the budget process in the future. 

Preliminary steps 

Under the newly established integrated planning-progransning- 
budgeting system each major agency will submit to the Bureau 
of the Budget, about May 1, its program and financial plan 
which expresses in financial and non-f inancial quantitative 
terms the goals, objectives, and planned accompliohaianto for 
the next several fiscal years, usually five. The plan io 
a comprehensive document covering all the activities of tho 
agency and dividing such activities into output-oriented 
program categories, i.e., categories which describe what 
io to be accomplished by each program. The plan represents 
the agency head's judgment on what the agency's future 
course of action should be to meet those national needs 
with which his agency is concerned. 

The latest agency approved plan is accompanied by several 
program memoranda, setting forth analyses of the programs, 
possible alternative goals, and alternative methods for 
achieving them. Techniques such as systems analysis, 
operations research, and cost-benefit analysis are utilized 
in the agency to assist in determining and supporting the 
recommendations and alternatives set forth in the program 
memoranda . 
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The agency submissions are subjected to a critical examina- 
tion in late Hay or early June by Bureau of the Budget 
examiners who are assigned continuing responsibility with 
respect to specific programs. The issues, agency program 
plans, and the examiners* analysis and recommendations on 
tho agency proposals, are diocuBoed with the Director of 
the Bureau of the Budget and his top assistants in light 
of the overall needs to be met by the Federal Government 
for the years covered by the plana. Proposed program 
expansions are viewed in terms of the additional mensurable 
benefits they are designed to aacomplish, and new programs 
are discussed in terms of goals and objectives. During 
the entire process efforts are made to identify and weed 
out marginal and obsolete activities so that resources may 
be shifted to more essential activities. 

The Director discusses the results of the review with the 
heads of the agencies individually, and with the President 
as appropriate. Guidance is sought and obtained aa needed. 

Concurrently with preparation of program and financial 
plans. in the agencies, staff of the Bureau of the Budget 
in cooperation with staff of tho Treasury Department and 
the Council of Economic Advisers review the long-range 
fiscal effect of agency programs. They develop tentative 
aecumptiona on the economic environment which may govern 
the preparation of the upcoming and future budgets, and 
make projections of revenues to be expected under those 
ascumptionc . The budgetary outlook is discussod with 
tho President, and aometimas with the Cabinet. 

After the review of the agency program pldns by* the Bureau 
of the Budget in June, preliminary estimatofe of their 
effect on fiscal requirements are developed, 'i'ho Director 
recommends to the President the fiscal policies to be 
followed in preparing the budget. These recommendations 
are arrived at in discucsiono with the Sedrotary of the 
Treasury and the Chairman of the Council Of Eccncmic 
Advisers. At this time the Director and the President 
have the benefit of revised ootimateo of revenues and 
economic prospects. 

The President's decisions, with respect t6 beth fiscal and 
program policies, are Communicated to the heads of the 
various agencies within the executive branch for eviida-ce 
in preparing tneir budgets. 
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Compilation and submission of agency estimates 

During the next several months agencies revise their program 
plans in accordance with guidance received, and decide 
upon the budget requests they wish to make for the upcoming 
budget. They compile schedules and supporting information 
in accordance with the instructions prescribed by the 
Bureau of the Budget (Circular No. A-11) . 

The procoBB of compiling the detailed estimatea begina with 
the personnel who are responsible for carrying out tho 
actual operations. They prepare information on obligations, 
personnel, workload, and other nupporting data, for the 
year just ended (the past year), the amounts planned for 
the year just beginning (the current year) , and the eatinateo 
for the budget year, which still will not begin for almost 
a year. 

In moat agencies preparation of the budget begins at the 
field station level. It then goes through oucceacive 
stages of review within the agency. At each level of 
review the viewpoint is different — the regional office 
must' consider the estimates of each field station in 
relation to other field stations and to the total require- 
ments for the region. Finally, at the departmental level, 
the estimates for bureaus and major programs must be 
judged in comparison with other bureaus and programs and 
with the total for the agency. 

Agency budget submissions are due in the Bureau of the Budget 
in September. The submission covers all accounts in which 
money is available for obligation or expenditure, whether 
or not any action by Congress is requested. Scheduleo 
are based on amounts already available for the current fiscal 
year and those specifically requested for the budget year 
for programs in effect as of the date of the budget cub- 
miosion, including those for which additional authorizing 
legislation is required in order to carry them on during 
the budget year. The agencies also submit summary infor- 
mation with respect to items to be formally requested 
later covering (1) anticipated additional requirements 
for the current year which v;ere not foreseeable at the 
time the appropriations were enacted and (2) amounts which aro 
ex|>ected to be required to finance new legislative programs 
.recommended by the President. 

In addition to the detailed schedules and other material, 
beginning with the budget for the fiscal year 1968, the 
major agencies resubmit program memoranda and program and 
financial plans which have been updated and revised to 
take into account the results of the spring preview. 
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Review of agency estimates in the Bureau of the Budget 

When the estimates are received in the Bureau of the 
Budget, they are referred to the examiners assigned to 
the programs involved. All the knowledge the examiners 
possess about the agency -- whether based on long-run 
analysis, field investigations, special studies, or 
conferences held with agency officials — Is brought to 
bear on the estimates at this time. The examiners must 
be thoroughly familiar with the President's budget 
policy and previous congressional action, as well ns 
with the programs of the agency and their relationship 
to activities of other agencies. The examiners at 
this time give considerfible attention to the bases for 
the individual estimates; the volume of work on hand and 
forecast; the method by which the agency proposes to 
accomplish its objectives; and the estimates of require- 
ments in terms of numbers of people required. They 
review past p>erformance , check the accuracy of factual 
information presented, and consider the future implica- 
tion of the program. They identify matters of major 
importance and the issues raised for discussion with 
agency representatives at hearings. The hearings usually 
last only a few hours for a email agency, but may run 
into weeks for a large department. 

After the hearings are completed, the examiners prepare 
thoir recommendations for the Director's Review. This 
review concentrates attention principally on th® major 
items involving Presidential policy, but also provides 
a tost check on other aspects of the recornmsndations . 
Aosumptiono with respect to the economic outlook and 
the international situation are brought up to date as 
a basis for this review. 

Examining staff sometimes discuss the Director's tentative 
decioionn with the budget officer of the agency to 
identify and narrow the issues which require special 
Presidential attention. 

Similar to the procedure in the Preview, the Director 
mocte with the head of each major agency to discuss with 
him the information and recommendations which the Director 
proposes to make to the President. The agenev head thus 
has an opportunity to appeal to the Director for reconsidera- 
tion of any reductions which the Bureau might be proposing 
that the President make in the agency's request. The 
agency's position and the substance of the appeal, if 
the difference cannot be resolved, are noted in the 
material supporting the Bureau's recommendations sent to 
the President and a decision is requested. The President 
is also informed of the likely consequences of adopting 
alternative positions on the issues placed before him. 
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The process of review occupies the Bureau of the Budqet 
from the latter part of September until the beqinning 
of December. During this period, the economic outlook 
is again assessed by the Treasury Department, the Council 
of Economic Advisers, and the Bureau, and revenue estimates 
are jointly agreed to for presentation to the President. 

Decision by the President 

Because of the scope and complexity of the budget, the 
recommendations are sent to the President as portions of 
the Budget Bureau review are completed. Tables and 
analyses are prepared to present the Director's recommenda- 
tions to the President, identifying the issues in- 
volved and areas of disagreements with the agency head. 

The President is faced with the task of recommending a 
budget which meets the most urgent needs of the country 
and still is prudent within the constraints imposed by 
the availability of resources. This task is complicated 
by the large segment of budget expenditures which is 
relatively unaffected by the annual budget process — for 
the last few years such items as interest on the public 
debt, veterans pensions, grants for public assistance, 
and agricultural price supports have accounted for over 
half of the total non-defense budget expenditures or about 
25 percent of the grand total. The level of these 
expenditures depends upon provisions of the laws which 
authorized the programs and on other factors not readily 
subject to annual budgetary control. As soon as the 
President makes his decisions, each agency head is notified 
by the Director of the amounts which will be recommended 
to Congress for his agency's programs for the ensuing 
fiscal year. 

Preparation of the budget document 

When the agency receives its budget allowance, the initial 
budqet estimates are revised — in conformity with the 
President's decisions — for inclusion in the printed 
budget documents. The Budget Appendix sets forth the 
exact wording of the appropriation language last enacted 
by the Congress, with the changes proposed by the 
President, together with detailed schedules supporting 
each estimate. In line with the policies set forth in 
Public Law 84-863, cost type budget presentations are now 
used for most accounts. This type of presentation, based 
on accrual accounting systems, provides information on 
inventories and other resources available to finance the 
agency's program and on the costs for these resources 
accruing within each fiscal. 



As soon as revisions of the individual schedules for 
each agency are completed, the figures from the individual 
appropriation and authorization schedules are summarized 
for each agency. Figures from the agency summarica arc 
then consolidated to make up the tables which, together 
with final revenue estimates prepared by the Treasury 
Department, set forth the budget totals. 

Submisaion to Congress 

The President's budget is transmitted to the Congress in 
January, but staff of the House Appropriations Committee 
may start work on the estimates before that time, based 
on advance proo^^s of certain chapters. The Director 
of the Bureau of the Budget and the Secretary of the 
Treasury are sometimes invited to appear before the 
Appropriations Committee to explain the general basis 
for the preparation of the budget proposals. 

Agencies prepare and submit justifications providing 
additional detailed information for consideration by the 
Appropriations Committee, and agency witnesses appear 
before its subcommittees to explain the estimates end 
answer questions. The justification material presented 
to the Committee generally is the same type of material 
given to the Bureau of the Budget earlier — revised to 
reflect the President's decisions on the budget. However, 
if the Committee wishes additional information or a 
different format of justification, it is provided. 

The Committee reviews performance in the past year and 
the latest available information on the status of current 
year programs, as well as the estimates proposed for 
the budget year. Agencies also present information on 
balances of prior appropriations. In the case of major 
procurement programs (as in Defense) which require a 
long period of time between placing the orders and the 
delivery of material, the justification usually includes 
information on delivery schedules. 

In many canes, the Committee regularly receives agency 
financial and v/ork reports, and information from the 
General Accounting Office on the results of its audita 
of the agencies. It also has available its own staff 
and investigative staff on detail to it from executive 
branch agencies. 

About twelve appropriation bills are prepared and adopted 
each year. After an appropriation bill is passed by the 
House, the Senate Appropriations Committee receives furtho 
statements and justifications from the agencies and its 
aubcommittees hold hearings on the estimates. 
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where an apportionment is made on the basis of an 
anticipated supplemental, a report of the facts is 
required by law to be submitted to the. Congress . 

Agency requests for apportionments must be submitted 
to the Bureau of the Budget by May 21 of each year or 
within 15 days after approval of the appropriation 
act, whichever is later. The requests are referred to 
the examiners responsible for the programs involved who 
give close scrutiny to the request and the supporting 
material in arriving at their recommendations on eunount* 
to be apportioned. The bureau is required to act on 
the apportionment request by June 10, or 30 days after 
the approval of the appropriation act, whichever is 
later. Reserves may be established "to provide for 
contingencies , or to effect savings vihenever savings 
are made possible by or through changes in requirements, 
greater efficiency of operations, or other developments 
subsequent to the date on which such appropriation was 
made available." Amounts reserved may not be obligated 
by the agency, but may be released in whole or in part 
by further rcapportionment action by the Bureau at any 
time during the year. 

Agency controls over funds 

Each agency is required by law to have a system of 
administrative control which is designed to (1) restrict 
obligations or expenditures against each appropriation 
or fund to the amount of the apportionments or reapportion- 
ments of such appropriation or fund, and (2) enable the 
agency head to fix responsibility for the creation of 
any obligation or the making of any expenditure in excess 
of an apportionment or reapportionment. 

In most agencies, the system of administrative control is 
based on allotments to the personnel in the various 
organization units who have authority to incur obligations 
in carrying out the programs of the agency. 

By the time the appropriation bill for a fiscal year is 
finally enacted, the agency's plans for the fiscal year 
must be brought up to date. The revisions take account 
of changes in the amounts expected to become available 
and of changes in conditions which affect the agency's 
progr^un. The plans at this stage are usually more 
specific than they were at the time the original estimates 
wore prepared. The revised plans are usually prepared in 
the s^lme office which prepared the original budget 
estimates, and are again reviev;ed and consolidated at 
Buccessive levels in the agency to serve as a basic for 
both the apportionment reauests to the Bureau of the Budget 
and for allotments within the agency. 
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Review of progress during the year 

Progress on the budget progreim is reviewed throughout 
the fiscal year »t successive levels, both in the agency 
and the Bureau of the Budget. Periodic reports on the 
status of apportionments are supplemented by more spec- 
ialized reports which relate accomplishments to coat. 
Shifts in the agency budget plans are frequently required 
to meet changing conditions — to finance unforeseen 
emergencies or to provide savings where the workload ie 
less than was estimated or where increased efficiency 
permits accomplishment at less cost than was antiuxpated. 
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FY 1975 DEPARTMENT OF DEFENSE BUDGET 



The Defense Budget for FY 1975 is based upon the continued 
need for a strong Defense posture to support United States 
national objectives and represents the minimum level of resources 
necessary to assure that goal. For the first time in 10 years, 
the Defense budget does not include funds to support combat 
operations of U. S. forces any place in the world. The transi- 
tion from support of U. S. forces involvement in combat 
operations in Southeast Asia to full South Vietnamese responsi- 
bility for protection of their sovereignty has been completed. 

The U. S. role of material support to the Armed Forces of 
South Vietnam will continue in FY 1975. 

The changed situation in Southeast Asia does not, however, 
obviate the need for U. S. military readiness. A strong 
defense posture today remains absolutely essential to the 
security of the United States and the safety of our people. 

It is the cornerstone of our ability to carry out meaningful 
negotiations on arms and forces limitations as we continue to 
seek reductions of world tensions and the deterrence of war 
across the entire spectrum of potential risk. 

As Secretary of Defense James R. Schlesinger has stated: 
"This budget bears directly on whether or not the United States 
will continue to fulfill the responsibilities that it has 
around the world." The budget has been prepared to fulfill these 
national objectives. 

A fiscal year 1974 supplemental also is urgently recommended 
at this time to maintain and improve essential force readiness 
in the near term; and that force readiness will continue to be 
maintained and improved in FY 1975. Specific attention is given 
to providing more comb at forces within an essentially level 
con s t an t — d o 1 lar budget. Important modernization programs will 
continue, although manpower costs continue to rise, for the 
second successive year. The proportion of the budget devoted to 
personnel and related costs will remain stable at 55Z. 
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The attached charts and a separate package of more detailed 
.acontain specifics of the FY 1974 Supplemental and the 
175 budget request. 

Highlights of the Defense Budget are summarized below; 

Financial 

- The budget includes FY 1974 supplemental requests for 
.^billion over amounts currently appropriated by the 

i^'ess. Of this amount^ $3,4 billion is required for pay and 
:fincreases, most of which was included in the original 
ji74 budget requirements in January 1973, The balance of 
.(billion is urgently required to maintain the required 
aclness level of U, S, Forces, The total budget request for 
.')74 of $87,1 billion total obligational authority is still 
c< than $400 million below the amounts originally requested 
ne Department for FY 1974, 

- The FY 1975 budget request for total obligational 
tbrity is $92,6 billion, an increase of $5,5 billion over 

974, This increase is fully required to cover pay and 
is increases. Pay increases alone will require $3,5 billion 
dtional for FY 1975, 

- FY 1975 Outlays are estimated at $85,8 billion. At this 
vl, Defense continues to decline as a percentage of the 

tl Federal Budget from 27,9% in FY 1974 to 27,2% in FY 1975, 
fnse outlays continue for the second year to represent less 
a 6% of the Gross National Product, The pre-war FY 1964 
rentage was 8,3%, A fiscal year 1975 Defense budget at the 
ewar FY 1964 share of GNP would total more than $120 billion, 

- The Defense share of the Federal Budget at 27,2% and of 
eGNP at 5,9% is at its lowest level since 1950, 

' - Defense represents 17,1% of net public spending, continuing 
ecline from the FY 1968 level of 29,2% and 11 percentage 
its below FY 1964, 

- Defense outlays in constant dollars (eliminating pay and 
i.e increases) have decreased $38,8 billion since the Southeast 
Ji war peak in FY 1968, This represents a full return of the 
cice Dividend", plus an additional $7,8 billion reduction below 
fpre-war FY 1964 level of outlays, 

- Investment programs (Procurement, RDT&E, Construction) 
cease in FY 1975 by $2,8 billion of which $1,5 billion is 
i'ibutable to inflation. The largest program increases are 
TRIDENT ($+600 million), AWACS ($+607 million); and Patrol 
:jate ($+437 million). 
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- Operating programs (Military Personnel and Operation and 
Maintenance) increase by $3.9 billion, but $3.6 billion of this 
amount is required to cover pay and price increases. Significant 
operating fund increases include airlift crews and associated 
costs ($+120 million), ship alterations and maintenance ($+100 
million), unit personnel readiness ($+110 million) and Guard 

and Reserve Force readiness ($+195 million). 

- Military Assistance Programs are budgeted at $1.3 billion 
-- a decrease of $2.0 billion almost wholly related to the 
large increase for Israel in FY 1974 that is not reflected in 

FY 1975. 

Major ^Program Changes 

- Strategic Forces programs increase by $700 million in 

FY 1975, of which $400 million represents pay and price increases. 
Even in current dollars, strategic forces funding is below pre- 
war 1964, and in terms of constant buying power, funding for 
these forces is at 50% of the 1964 level. The TRIDENT program 
accounts for a major part of the FY 1975 increase. 

- General Purpose forces show a $2.7 billion increase in 
current dollars. All of this increase plus an additional $500 
million is required to cover pay and price increases for 
support of these forces. In terms of constant dollars, funding 
decreases in FY 1975 and is more than a billion dollars below 
the FY 1964 level. 

- Intelligence and Communications programs will Increase 
by $600 million, of which $200 million represents a real 
program increase. On a constant dollar basis, these programs 
are $1.1 billion below FY 1964. 

Intelligence programs increase by about $140 million, 
with almost $100 million required to cover pay and price increases 
The balance is required to support classified intelligence 
programs . 

Communications programs requirements are $300 million 
above FY 1974. Of this amount, almost $200 million is due to 
pay and price increases. The real program increase of $100 
million covers numerous relatively small improvements to 
communications systems of all of the military departments, 
including the Defense Communications System (DCS). 

- Airlift and Sealift programs remain level for FY 1974 and 
FY 1975, and are only slightly more than 50% of the FY 1964 
program funding level. Airlift improvement initiatives started 
with the FY 1974 Supplemental are continued in FY 1975, but most 
are offset by reductions in C-130H procurement. Also, a part of 
the funds are carried under Central Supply and Maintenance pro- 
grams due to the character of the initiatives. 

(MORE) 
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. Guard and Reserve Forces funding continues the increase 
j;ed in FY 1972. While the increase amounts to $400 
Ion in the budget request, $300 million is required to 
£!t pay and price increases. The major increase is in 
i.tion and maintenance funding for depot maintenance of 
iment, civilian technicians, and supplies necessary to 
prt the more modern equipment provided to these forces over 
■ as t f ew years . 

Research and Development will increase by $1.4 billion, 
Iding $500 million to offset pay and price increases. The 
Itary Program” Research and Development differs from the 
rpriation in that when operational systems enter the pro- 
ton phase, the production and research costs associated 
hthese systems are allocated to appropriate specific force 
gam. 

Basic research and exploratory development funding will 
an in FY 1975 at the FY 1974 level of $1.4 billion. This 
rsents research accomplished prior to actual weapons systems 
nif ication . 

Advanced systems development will increase by about $650 
Ion in FY 1975 with some of the larger increases being for: 
eDefense, $50 million; Strategic Cruise Missile, $42 million; 

aunched Cruise Missile, $69 million; and Advanced ICBM 
hology, $33 million. 

Engineering (full scale) development of weapons systems 
Itncrease by almost $500 million. The principal systems 
oved are: TRIDENT Missile, $121 million; AWACS , $64 million; 

a;:ed Airborne Command Post, $52 million; B-TT'Bomber , $51 
Ion; AF Air Combat Fighter, $36 million; and Navy Fighter 
titype, $34 million. 

• Central Supply and Maintenance covers the logistics opera- 
as of the Department, Although there is a $400 million 
rase in the FY 1975 budget request, pay and price increases 
LLncrease costs about $600 million. The constant dollar 
?nn decreases by $200 million. Although overall program 
i'.i decrease, improvement has been budgeted in depot 
itinance of material and in ship overhaul programs. 

-Training, Medical and General Personnel Activities increase 
?] 9 billion with a real program increase of $500 million. 

The largest increase in this program is for Military 
.i:d Pay in the amount of $800 million. Of this amount, 

J lillion is a real program change associated with retired 
iltion increases. 
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The other major real program increase is in Family 
Housing and Military Construction of about $100 million. 

Pay and price increases, excluding Retired Pay, will 
require almost $900 million in FY 1975 over FY 1974, 

“ Administration and Associated Activities reflect a real 
program increase of $200 million and a budget increase of $400 
million. The real program Increase primarily results from the 
requirement for the Defense Department to pay the General 
Services Administration for rental of Government-owned but GSA- 
managed office space. The FY 1975 budget includes $181 million 
for this purpose, 

- Support of Other Nations is primarily the Military Assist- 
ance Program and Free World Force Support (South Vietnam only 

in FY 1975) in the regular Defense budget. As previously 
discussed, the Military Assistance Program decreases $2.0 billion 
in FY 1975, and the Free World Force program increases by $550 
million. 

Forces and Personnel ' ' . . 

- Strategic missile forces do not change in total, but 
modernization of Minuteman and conversion of Polaris to Poseidon 
submarines continues, 

- Strategic bomber forces have been reorganized into 27 
squadrons with no decrease in the number of aircraft in the force. 

- Since FY 1964, the mix of our strategic missile and bomber 
forces has changed significantly as missile forces have been 
increased and bombers retired from the force. Strategic Force 
capability has been greatly improved by force improvement and 
modernization programs. 

“ Active air defense units are further decreased as marginally 
effective units are retired in accordance with established plans, 

— Army divisions V7ill be increased to 13—1/3 by reorganization 
and allocation of manpower from support to combat units. Marine 
Corps divisions (3) remain unchanged. Our total land forces 
divisional strength at the end of FY 1975 will be 16-1/3 divisions 
as constrasted with the pre-war FY 1964 strength of 19-1/3 
divisions . 

- Tactical air forces remain stable and are at about the 
same level as pre-war FY 1964, 

-Naval forces show the greatest change over the period FY 
1964 - FY 1975. Forces have been reduced as marginally effective 
ships have been retired. Further, to support ship modernization 
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rcjratns , trade-offs between ships and personnel have been 
3 (i by the Navy. Principal changes from FY 197A to FY 1975 
e«lt from the delivery of new ships to the fleet, 

- Airlift and Sealift forces remain unchanged in FY 1975, 

-'Total Defense direct military 'and civilian employment 
tthe end of FY 1975 will be 3,180,000. This is 23,000 below 
h' end FY 1974 strength. It is also 540,000 below the FY 1964 
tangth and 1,654,000 below the peak war FY 1968 level, 

- Military Personnel strengths continue to decrease in total, 
f the 22,000 decrease in FY 1975 , about 10,000 r'epresent the 
otinued civllianization program started in FY 1973. During 

h period FY 1966 — FY 1975, a total of about 157 ,000 military 
oitlons will have been reduced due to civllianization programs, 
hse programs must be taken into consideration in comparing 
litary and civilian strengths between years. 

- Civilian Personnel strengths remain essentially level 
eween FY 1974 and FY 1975. Civilian positions will Increase 
yabout 9,000 due to the civllianization program and this 

il be offset by a 10,000 reduction due to program changes, 
luing the period FY 1966 - FY 1975, a total of about 133 
husand civilian positions were added to civil service rolls 
isa result of civllianization programs. 

- Defense related industry employment will continue its 
oest Increase since FY 1973. It will, nevertheless, continue 
obe substantially below the pre-war FY 1964 level and almost 

5 below the FY 1968 war peak, 

- Defense manpower (direct and Industry related) will take 
ny 5.2% of the total labor force in FY 1975. The FY 1964 
ecentage was 7,9%, rising to 9.7% at the peak of the Southeast 
8 a war . 

Summary 

The 1975 Defense budget provides for maintaining the high 
.eel of military capability that is required for our national 
:e,urity, the support of negotiations, and the fulfilling of 
I.S, responsibilities around the world. 

In terms of real purchasing power, there is little change 
.r the. Defense budget from FY 1974 to FY 1975, Both budgets 
U! below the FY 1973 level, and they represent — in terms of 
ifipower and purchasing power — — the lowest Defense budget levels 
Jhce FY 1951. 
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In numerical terms, our forces are at the lowest level 
for a quarter century. Counting military personnel, civil 
service, and industry employment, more than 3 million people 
have left the Defense program since 1968; manpower in 1975 
is^more than a million below the levels of the peacetime years 
.,of the 1950’s and early 1960’si The emphasis is, and must be, 
upon maximizing the capability of these smaller forces -- 
through modernization, exploiting technology, vigorous and 
realistic training, and the provisions of adequate inventories 
to assure readiness. 

The budget for FY 1975 represents a balanced austere program 
considering personnel and force levels, modernization, 
technology and readiness requirements. It is the minimum 
budget level required to support our national objectives of 
the preservation of peace and the total deterrence of attacks 
or undue pressure on the United States or its Allies -- strategic 
nuclear deterrence, conventional force deterrence, and economic/ 
political pressure deterrence. 
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$ 100 1 — 
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Fiscal Years 



DEPARTMENT OF DEFENSE BUDGET 

FY 1974 SUPPLEMENTALS 

($ MILLIONS) 

PURPOSE 
force Readiness 



Fuel Price Increase 


480 




Middle East Payback 


731 




Augmented Force Readiness 


1,397 




Increased Airflift Capability 


169 




Accelerated Modernisation 


516 




Strategic Program Changes 


25 


2,818 


Military and Civilian Pay increases 






1 January 1973 


1,495 




1 October 1973 


1,060 


2,555 


Retired Pay Cost of Living Increase 






1 July 1973 


287 




1 January 1974 


182 


469 


Wage Board Pay Increases 




236 


Basic Allowance for Subsistence 




107 


Postal Costs 




48 


Total 




6.233 


TITLE 






Military Personnel 




2,000 


Retired Pay 




469 


Operation and Maintenance 




1,742 


Procurement 




1,772 


Research, Dev., Test and Evaluation 




217 


Military Constructioa 




29 


Family Housing 




4 


Total 




6,233 


COMPONENT 


Army 




1,872 


Navy 




1,866 


Air force 




1,918 


Defense Agencies 




104 


Defense-Wide 




473 


Total 




6,233 
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DEFENSE EF.*iPLOYiyiENT OUTLOOK 

(END YEAR - IN THOUSANDS) 

CHANGE 

FY 1964 FY 1968 FY 1973 FY 1974 FY 1975 FY 74-FY 75 
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SUMMARY OF SELECTED ACTIVE MILITARY FORCES 
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DEPARTMENT OF DEFENSE BUDGET 

FiNANCIfil SUMMARY 



LO 








65 


CD 


CV| 


CD 


CSJ 


f-H 


f— < 


• 


• 


• 


• 




CS4 


UD 


in 


r— 1 



«cr 


65 






65 


CD 


CD 


CD 


CO 


oo 


r— 1 

>- 

LU 


• 

eg 


lO 


in 


• 

f-H 




6? 






65 


G 


(Z> 


CO 


LO 

• 


CD 

eg 


CO 


in 


OO 

¥-H 



CO 

cc? 

CD 



>- 

uu 











m 


•cr 




CV 4 


eg 


CD 


CD 


CD 








eg 



CD 



>- 

U. 



65 






65 


CO 


CO 


CD 


• 




od 




CO 






CNJ 



O 



O 

ca: 

h- 

s: 

uu 

Da 



CO 

ca: 

a. 

«=c 



o 

o 

o 



CO 
eg 
— ? ■* 

ro 

O 



o 

oo 

•o 

:o 

DO 

fc 

OJ 

•o 

CD 



o 

r3 

T3 

O 



CO 

d 

o 

fO 

GO 

to 

o 

<3 



CO 

c 

*t 3 

c 

o> 

ex 

CO 

o .i£ 

.o 15 



o 

-Q 



o 



13^ 



\ 



NMSC Handout VI -25 
CLOS (2-73) 






RESOURCE 
MANAGEMENT,! 
ECONOMIC 
ANALYSIS, AND 
DISCOUNTING 
IN THE 

DEPARTMENT 
OF DEFENSE 













V »,C,r 'Uv 



■' 




Major Richard Zock 



( ^ -AY ^ -SAH'- 



T here was a time, in the not-too-distant past, when the education of 
a young man with intentions of following a military career was 
.heavily w'eighted tow'ard the study of engineering, geopolitics, and 
military histor)'. Economics was not considered to be a terribly 
relevant discipline to the military aspirant. Defense budgets were 
smaller in absolute terms; budget allocations were made on the basis 
of “need”; economic analysis was not considered to be a vital mili- 
tary function; and scholarly pursuit in the field of economics was 
generally recommended for the student who planned a university 
teaching profession. The economist was perceived to be a theoretician, 
not a practitioner. 

In a sense, economists of prior generations tended to agree 
with the military' educators. Although they perceived the study of 
economic theory to be relevant to the defense establishment, it was 
seen to be applicable only in the broadest sense, Maeroeeonomics, 
the study of economic aggregates, dealt with the problems of alloca- 
tion of scarce re.sources among the public and the private sectors. 
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The results of analyses at these lofty, theoreti- 
cal levels certainly impacted upon the military 
in the size of its budgets, but most felt this was 
not an appropriate function to be performed by 
the military itself. 

Microeconomics, a more specialized disci- 
pline often called “the theory of the firm,” was 
relegated to problems of profit maximization. 
Since the military sold no products, generated 
no revenues, was not part of a market system, 
and charged no prices that could cover its 
costs, profit maximization did not appear to be 
a consideration for the military planner. Conse- 
quently the tools of microeconomics languished 
in the private sector of the economy with little 
or no emphasis placed upon them in the 
not-for-profit arena. 

It is clear that vve have come a long way 
since the era I have briefly described. With the 
introduction of large forces in-being during 
peacetime, the heavy demands on the nation*s 
resources by the military arm. and the dramatic 
growth in demand for the public dollar by “hu- 
man resources” programs, it became more evi- 
dent that the military is only one of many 
competitors for public funds. A new emphasis 
was placed upon the capability to measure, in 
some meaningful way, the extra contribution to 
society emanating from additional expenditure 
on defense. By the same token, periods of aus- 
terity produced a very relevant question: Does 
society lose more total benefit if a dollar is cut 
from Defense than it does when the dollar is 
taken from Health, Education and Welfare? 
For one even sketchily trained in the discipline 
of economics, these questions strongly imply 
such terms as “marginal cost,” “marginal reve- 
nue/* and “marginal product”— a few of the 
analytical measures that make microeconomic 
tools applicable to some inacroec'onomic prob- 
lems. 

The economist’s skills, whether applied to 
efficiency in the large or in the small, are gen- 
erally directed toward the resource allocation 
dilemma. Although wc concern ourselves with 
budgetary limitations, the stark reality of scar- 



city applies, of course, to the productive re- 
sources at our disposal; the monetary con- 
straints simply denominate those land, labor, 
capital, and technology limits in terms of 
dollars— and rather “rubbery” dollars at ^that 
during periods of inflation. 

With the increasing awarene.ss of scarcity, it 
would seem that to our “fly and fight” motto 
we might want to add “efficiently.” Given that 
we have defined a specific role, mission, or ob- 
jective. our mandate is clearly to fulfill that 
role or achieve that objective at mmimuni cost. 
Similarly, given the public funds (resources) 
entrusted to us, we have a vital responsibility 
to maximize the military returns from those 
inputs. It is the economics discipline that 
stresses the resources to be combined in various 
ways to achieve tho.se elusive optima. 

Our current system in the Department of 
Defense does reflect this relatively new micro- 
economic approach to resource employment. 
The Planning, Programming and Budgeting 
System (ppbs) has imposed a requirement that 
the marginal costs of and marginal returns from 
various alternative resource mixes be assessed 
and that decision-making in Defense emphasize 
cost and contribution at the margin. This is not 
to say we have succeeded in neatly quantifying 
the equivalent of the private sector’s “marginal 
cost = marginal revenue” equation. Clearly we 
have not. Nor are any claims made that the 
quantifications which have been made in any 
way represent what the numbers should be. 
We do not yet have the capability in the mili- 
tary to talk meaningfully in terms of normative 
economics; we are, however, interjecting some 
rational economic ajialysis into the decision- 
making process. 

With respect to the level at which economic 
analysis is to be performed, it would appear 
that the concept is now being pushed as far 
down in the organizational framework as possi- 
ble. Originally stressed by then Deputy Secre- 
tary of Defense David Packard, the emphasis is 
now being placed on decentralized analysis and 
decision-making, with the responsibility for 
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resource management being passed down to 
ever lower levels of command. One might ex- 
pect that explicit guidance of some sort would 
naturally accompany a metamorphosis such as 
this. Some guidance does in fact exist. In Feb- 
ruary 1969, the Assistant Secretary of Defense 
(Comptroller) issued an instruction establishing 
the policy that an economic analysis would be 
performed in support of certain proposed in- 
vestments in the Department of Defense.^ The 
publication was steeped in terms familiar to 
those who had acquainted themselves with 
ppBS; unfortunately, however, it stresses a con- 
cept that may have applicability only under 
certain conditions. The instruction set out as its 
purposes and objectives to: 

1. identify systematically the benefits and costs 
associated with resource requirements . . .; 

2. highlight the key variables and the assump- 
tions on which investment decisions are based and 
allow evaluation of these assumptions; 

' 3. evaluate alternative methods of financing in- 

vestments; and 

4. compare the relative merits of various alter- 
natives as an aid in selecting the best alternative.^ 

Clearly, these objectives are sound, rational, 
and highly worthy of pursuing. They represent 
an explicit statement of goals which, if at- 
tained, will lead to an efficient allocation of 
scarce resources among competing uses. 

The DOD Instruction does not, however, ad- 
dress to any extent the dazzling array of analyt- 
ical tools available to assist economic analysts 
in their pursuit of these objectives (nor do I 
mean to imply that it should). There is simply a 
listing of quantitative techniques, most of 
which are typically treated in depth in most 
statistics, economics, and management science 
courses.^ The instruction does, however, give 
particular emphasis to the tool of discounting 
and establishes rather specific guidelines for 
applying the method. The guidance includes 
—a prescribed discount rate (10%); 

—a table of discount factors (at 10%) which 
reflect an assumption that cost and/or savings 
flows w'ill occur more or less continuously rath- 
er than in a “lumpy,” once-per-period fashion; 



—a brief rationale for the use of discounting 
of future cash flows. 

The justification for use of present value fac- 
tors in DOD-proposed investments is stated as 
follows: 

Interest will be treated as a eost whieh is related 
to all Government expenditures, regardless of 
whether there are revenues or income by way of 
special taxes for a project to be self-supporting. 
This position is based on the premise that no 
public investment should be undertaken without 
considering the alternative use of the funds which 
it absorbs or displaces. 

1. One way for the DOD to assure this result is to 
adopt in public investment evaluations an interest 
rate policy which reflects the private sector invest- 
ment opportunities foregone. The discount rate 
reflects the preference for current and future mon- 
ey sacrifices that the public exhibits in non-govern- 
ment transactions.^ 

The reader is encouraged to digest this rea- 
soning carefully, for it is sound and eminently 
rational, so long as all the conditions stated 
therein are met. Whether those conditions are 
all in fact being met is, however, subject to 
question. 

The thesis stated above is an opportimity 
cost concept, which justly contends that the 
cost of using resources in one employment must 
be denominated in terms of the return sacri- 
ficed in diverting those resources from their 
next-best employment. It says that the cost of 
using resources in the public sector is what they 
could have returned by being productively ap- 
plied in the private sector. This is undeniably 
true, a valid concept, if there are in fact pro- 
ductive alternative eniployments of those re- 
sources in the private sector. 

If, however, there is less tlian full employ- 
ment of resources in the nongovernment 
sphere, what is the opportunity cost? If indus- 
try is operating at 75 percent of capacity and 
nearly 6 percent of the labor force is unem- 
ployed, would those resources have been em- 
ployed at all had it not been for the public 
sector? WTiat is the cost to the private sector of 
hiring a man who would otherwise have been 
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unemployed? Is there an opportunity cost to 
the nongovernment sector when the military 
purchases vehicles from a firm that employs 
capacity which otherwise would have been 
idle? 

Consider the fiscal 1972 and proposed fiscal 
1973 federal budgets. They have been, admit- 
tedly, clearly stimulative in nature. The federal 
budget, as a vehicle for fiscal policy, is the 
means by which incremental government 
spending is achieved. In accord with Keynesian 
economic theory, federal expenditures can and 
should be used to create supplemental demand, 
promote spending, and generate greater in- 
come, employment, and resource utilization. 
This additional government expenditure is as 
much directed toward stimulation of the na- 
tional economy as it is toward providing 
specific public goods and services. If this is the 
case, can it be said that the opportunity cost of 
resources diverted from the private sector is of 
the same magnitude as it would be if all re- 
sources were fully employed? One could even 
ask whether there is an opportunity cost at ail. 

To counter this reasoning, one line of argu- 
ment might be to point out that idle capacity 
and unemployed resources exist only in a spotty 
fashion throughout tb.e economy. While steel 
industry resources may he underemployed, the 
construction industry is simultaneously pressed 
to the limits of its capacity. Consequently, in 
such an example, an opportunity cost is im- 
posed on the private sector by government 
construction projects, but the cost is consider- 
ably less (or possibly nonexistent) with respect 
to government demand for steel. To the extent 
that this is true, it would be difficult to argue 
for a uniform discount rate to be applied to all 
government investments. By the same token, a 
position that insisted on the application of a 
standard rate for purposes of simplicity (a good 
reason incidentally) would have to face up to 
the fact that i/i the a^iire^dte there are unused 
resources. Consequently, the credibility of the 
opportunity cost rationale would be weakened. 

One might contend, then, that even though 



all these disparate resource utilization rates do 
exist, the Treasury still faces a positive interest 
rate in its long, intermediate, and short term 
borrowings in the capital market. It could l:>e 
asserted that this rate is, in part, indicative of 
the private sector s required rate of return for 
the forsaken use of funds. True enough, but 
that required rate of return for virtually riskless 
lending is not the basis put forth in support of 
discounting government investments. If that 
were the rationale, the composite rate would 
be simple enough to calculate and would not 
be 10 percent. 

One crucial problem emerges from any dis- 
cussion of an appropriate social rate of dis- 
count. It is the problem of defining that rate 
and determining its composition. Welfare eco- 
nomics offers some help in this matter by con- 
tending that there are actually two measures 
which require quantification. The first is the 
marginal social rate of time preference, which 
reflects society’s rational bias in favor of con- 
sumption sooner rather than later. The second 
is a risk adjusted marginal social rate of return 
from investmciU, which reflects the returns that 
the private sector sacrifices when resources are 
diverted to public projects. To oversimplify, 
one measure mirrors society’s preference for a 
dollar’s worth of consumption now rather than 
tomorrow; the other reflects the opportunity 
cost of what that dollar could have returned by 
productive employment between today and 
tomorrow. There are elements of both in the 
theoretically appropriate social rate of dis- 
count, but they need not necessarily be the 
same rate. Only if they do in fact coincide is it 
possible to aspire to a theoretical maximum or 
optimum state of welfare in every segment of 
the economy. 

The above may appear to be a tiresome 
digression into the ethereal and not-so-relcvant 
world of theory, but it is in fact a vital point to 
be recognized when considering the concept of 
discounting. It explains why the U.S. Treasury 
docs in fact face a positive (and possibly rising) 
interest rate in its borrowing activities, while 
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simultaneously there may be a relatively low 
opportunity cost to the private sector of divert- 
ing resources to public projects (such as de- 
fense). 

The significant point here is that when re- 
sources are in excess supply relative to the 
demand for them (unemployment), the use of 
an arbitrary discount rate for public invest- 
ments may well understate the benefits to be 
derived from those investments in future years 
while at the same time overstating the costs 
today. The dod use of a 10 percent discount 
rate for proposed investment projects may well 
be responsible for an unjustified bias against 
defense expenditures for “out year** benefits 
because of some simple, mathematically correct 
but misguided computations. 

The situation is, of course, v/orsened by the 
requirement that future rates of resource unem- 
ployment clearly should be predicted and in- 
corporated in any analysis of long-lived public 
investment proposals. Unfortunately, this may 
not be an attractive computational device, 
since it would require government agencies to 
make explicit any expectations of future re- 
source unemployment— a disclosure which most 
likely would not be politically palatable. 

Kotci 

1. DcpATtmtnt of Defend Instruction 7041.3. “Economic Analysis of Pro- 
posed Department of Defense Investments," 26 February 196S. 

i. thui., I A. 



Does the foregoing discourse argue against 
discounting of proposed dod investments? The 
answer is “Not necessarily,** Discounting is still 
a defensible tool for internal analytical pur- 
poses (within dod). Its use would be to assist in 
recognizing the timing of cost and benefit 
streams and as a decision-making aid in our 
arraying of alternatives in some priority fash- 
ion. There is no good rationale for giving equal 
weight to equal dollar outlays, which differ 
significantly in their timing, so long as a social 
rate of time preference exists. The discounting 
thesis, however, should not be justified solely on 
the grounds of the opportunity cost imposed on 
the private sector. That cost is clearly varia'ole 
and one which may differ dramatically between 
one industry and another, in some cases ap- 
proaching zero. The opportunity cost thesis 
does not represent a totally credible single ra- 
tionale for discounting in dod. Were discount- 
ing defended more as an internal allocative 
device, its use would be more believable, and a 
good case could be built for its reduction to 
something below the current 10 percent rate. 

Air University Institute for Pro- 
fessional Development 



3. As this irticte w*s bcini» wrillcn. the Defense Economic Arulysis Council 
issued its definitive Economic Analyns Handbook, which does treat in iofT>€ 
detail each of the anal>'ttcal techniques listed in EX)D1 7041 J, 

A DODl 7041.3, V. D. 
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is another in a 



PR 

series of evolutionary developments to bring about a closer 
tie betv/een programming, budgeting and accounting. 



V/hile PRIME 69 starts in all three Military Departments 
and the Defense Agencies on July 1, 1968, if is not a new 
effort. It has been underv/ay in the Department of Defense 
for a number of years. 



Mr. V/. J. McNeil, the first DOD Comptroller, created many 
of the concepts we are now applying. The Five Year 
Defense Program as conceived by Mr, McNamara and 
Mr. Hitch gave us a meaningful and orderly foundation on 
v/hich to build. 



PRIME 69 will focus on operating costs. It will make possible a greater 
degree of participation in resource management by line managers at all 
levels ... a major contribution to improved financial management. 

PRIME 69, involving improved information and procedures pertaining tc total 
operating costs, is designed to encourage users of resources at all levels to 
explore alternatives and to secure maximum mission accomplishment with 
available resources ... in other words, to obtain the greatest military 
capability with the financial resources made available by our Government. 



"/ want every manager to think of his part of the total Government in terms 
of every thing he owns, everything he owes and the full cost of doing every 
job in relation to the products resulting from these costs. / ivant him to 
think of minimal costs and cost reduction as profit. And I want him to think 
in terms of his profit as a result of how he uses all the resources entrusted 
to him. These goals cannot be fully achieved without sound financial manage- 
ment practices/* 



Lyndon B. Johnson 
May 24, 1966 



DEFiCIEf^CIES 
IN FORf^ER 
SYSTEMS . . . 



NON-COMPARABILITY 



Procedures in use prior to FY69 did not allow tracing 
of specific dollar amounts from initial programs, 
through the budget, to organization units charged 
with execution of the program. 

Also, these same procedures contained basic incon- 
sistencies in the way the Military Departments 
aggregated similar costs. 

There were many such inconsistencies with obvious 
consequences for viewing totality of operations in 
the Department of Defense. 



These inconsistencies created three problems: 

m NO ASSURANCE OPERATING BUDGET REFLECTED TOTAL 
PROGRAM 

Budgets expressed in terms of “raw material” ... programs 
expressed in terms of “finished product” 

[3 NO ASSURANCE ACTUAL EXPENSES CONSISTENT WITH 
PLANNED EXPENSES 

Accounting Systems not on the same wave length as Programs 



□ NO ASSURANCE RESOURCES COMPATIBLE WITH CHANGING 
MISSIONS 



How many times have we received additional responsibilities 
without associated resources? 



INCOMPLETE INFORMATION 



0 TOTALCOSTS NOT COLLECTED BY ORGANIZATIONAL UNITS 

Much .labor and materiel seen as "no cost” by users . . . 
operating manager not aware of resources used. 



This is demonstrated by the following figures from one instal* 
lation (dollars in millions): 





TOTAL 


COSTS NOW 


% OF COSTS 




COSTS 


COLLECTED 


COLLECTED 


Labor 


$19.7 


$10.7 


54% 


Materiel 


6.7 


1.4 


20% 


Services 


4.0 


4.0 


100% 


Total 


$30.4 


$16.1 




. . . the 


Commander 


se6S only 53% of his REAL COST^' 



□ LACK OF MOTIVATION FOR TOTAL RESOURCE MANAGEMENT 

Managers not given adequate management information pertain- 
ing to resources they receive on a “no cost basis. 



a PLANNING DATA INADEQUATE 

Operating experience artificially converted back into program 
terms. 



and finally . . . 

THF PRESENT SYSTEM DOES NOT PROVIDE FOR ACCRUAL 
IccountIng IN accordance with statutory require. 
MENTS 



V/e were not meeting requirements of Public Law 863 and 
subsequent Presidential directives. 
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Project PRIME has been designed 
to make financial management of 
operations consistent with the 
Five Year Defense Program. 



The pieces of PRIME didn’t just fall together 

many people from a variety of disciplines and from all areas and levels 
of management have been involved in the details to make sure that end 
result is a usable program. Both the General Accounting Office and the 
Bureau of the Budget provided substantial counsel and assistance during 
development and testing phases. 



In FY67, a test of the basic concept was conducted at 
three bases, one each in Army, Navy and Air Force. 

In FY68, these tests v/ere extended to major components 
in each of the Services, as indicated below: 

Army SIXTH ARMY 

NavY naval air TRAINING COMMAND 

Marines DEVELOPMENT & EDUCATION COMMAND 

Air Force . . . AIR TRAINING COMMAND 



Test results have been encouraging. Information produced by the system has 
already proven useful to management. Field commanders are pleased with 

the system. 
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WHAT DID THE TESTS SHOW 






While the tests were primarily designed to install 
and demonstrate mechanics of the system, user 
benefits were numerous. 



The visibility of total operating costs was most enlightening. Realization 
of total cost magnitude developed a higtr degree of sensitivity for more 
imaginative management. 

And there were many examples of such actions taking place as a result of 
studying and analyzing PRIME output information. 



When users were charged for vehicles, they reduced 
“on call” vehicles and frequently found half-ton 
trucks adequate replacements for larger ones pre- 
viously used. 

As program managers became more cognizant of 
actual operating costs being reported against pro- 
grams, they resorted to more precise planning for 
efficient use of resources furnished. 

Managers have identified unneeded militarypersonnel 
spaces in excess of actual needs, and removal action 
has already started. 



These examples will be multiplied manyfold with Service-wide implementation. 

In time.similiar examples throughout the entire Department of Defense should 
contribute to increased operational efficiency . . . without reducing our 
mission effectiveness. 
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THE SYSTEM, 1 
FOR FY 1989 



Thrust of PRIME 69 will be on operating costs. 

Pieces of the whole are being brought together 
by a single operating budget. 



The operating budget idea will extend 
all the way from the Office of the 
Secretary of Defense to the lowest 
level operating manager. 

The operating budget will include 
both Military Personnel and 0 & M 
resources. 



The system is a beginning ... one of a series of continuing evolutionary 
Improvements in Defense financial management. 




PRIME 69 will start to bring the fragmented 
pieces of our financial management system 
into what might be described as a single 
focus on expenses of operation. 



It will start to achieve consistency in pro- 
gramming, budgeting and accounting, so they 
will better fit together in a single compatible 
pattern. 
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I 
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The system allows planning in terms of programs, and provides for examination 
of operations in terms of organization units. To be assured that operations 
mesh with plans, we must match these tv/oways of looking at the total picture. 






INTEGRATE 

Information in each of the systems will be 
PROGRAMMING totally consistent. 



BUDGETING & 
ACCOUNTING 



Program, budget and accounting data will 
be comparable. 



FOCUS ON 

RESOURCES 

CONSUMED 



Emphasis is on cost, and the ultimate goal 
is to charge organization units with 100% of 
their measurable expenses ... all the labor, 
materiel and services they consume. 



i \ 
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THE ACCOUNTING SYSTEM 
REQUIRES FOUR 
MAJOR CHANGES 



1 . PURIFY APPROPRIATIONS 

Appropriations have been purified so that in general, operating 
resources are found in the operating appropriations, and capital 
resources in the procurement and construction appropriations. 
To associate ^ expense items with operating appropriations, 
thousands of consumables are being shifted from continuing 
appropriations to operations appropriations. 

This has already been started, as part of the 1969 President’s 
Budget, but will take several years for completion. 



2 . CHARGE MILITARY PERSONNEL COSTS 

Military personnel costs are being charged to the using activity. 
To simplify accounting problems, standard charges will be made 
for each rank and grade. Organization units will budget and 
account for all military members. 



3 . EXTEND USE OF WORKING CAPITAL 

Stock and industrial funds are being extended to cover consum- 
ables in the operations appropriations. Holding these items in 
suspense until time of consumption v/ill permit association of 
costs with the using activity, at the time of actual use. 
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. REVISE THE BASIC ACCOUNT STRUCTURE 

This is a BIG STEP 

The various pieces of our 
account structure will not 
only fit together ... but 
will also 
INTERLOCK 

A UNIFORM ACCOUNT STRUCTURE provides a 
common basis for Military Departments and Defense 
Agencies to report expenses. 



THE STRUCTURE CONSISTS OF 3 CATEGORIES: 
1100 PROGRAM ELEMENTS 

.. . WHO is consuming the resources? 

F-lll squadrons 
Base operations 
Etc. 

13 FUNCTIONAL CATEGORIES 

. . . WHY arc the resources being consumed? 

Operation of utilities 
Medical operations 

Etc. 

18 EXPENSE ELEMENTS 

,,.WH/\T kinds of resources are being consumed? 

Military personnel 
Civilian personnel 
Etc. 



It must be noted, however, that this structure is only a skeleton... 
each Department and Agency can build on this framework as 
required. Accounts may be added to meet local management needs. 
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THE ROADMAP 




1 PROGRAM STRUCTURE 

I 1. STRATEGIC FORCES j 

! 2. GENERAL PURPOSE 

[■ 3. INTELLIGENCE 

i - 4. AIRLIFT & SEALIFT 

[ 5. GUARD & RESERVE ' - 

[ 6. RESEARCH & DEVELOPMENT . 

r 7. SUPPLY & MAINTENANCE ^ 

i 8. TRAINING 

' 9. ADMINISTRATION & ASSO- 

L CIATED ACTIVITIES ’ 

i 10. MILITARY ASSISTANCE 




The programs in the Five Year 
Defense Program provide the road- 
map on which the entire system is 
structured. 



The 1100 program elements mentioned on the previous page represent a more 
detailed breakdown of the major programs. 



PR 






PRIME 69 accounting techniques 
and associated reporting systems 
will provide greatly improved 
accounting information for internal 
management needs. 



PRIME output information will 
also support external requirements 
in terms of existing appropriation 
structures. 



WHILE 





la E3 ”■ 0 





WE’VE REACHED 

THE FIRST PLATEAU... THERE ARE 

STILL OTHER TASKS TO BE ACCOMPLISHED 



S INTEGRATION OF PRIME 69 WITH OTHER SYSTEMS 

Much v/ork to be done ... for instance, identifying operating 
expense data with strength data. 



m COMPLICATED APPROPRIATION STRUCTURE 

Certain constraints remaining within the system must be 
• bridged until the appropriation structure is modified. 



m IMPROVEMENT OF OUTPUT MEASURES 

Meaningful and significant output measures are an evolutionary 
necessity for improved financial management. 



□ USE OF NEW INFORMATION 

Management will need new skills, understanding and sen- 
sitivity to utilize the new information readily . . . new 
initiatives in both training and education will help. 
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AND WHAT WILL 

prime:®® 

ACCOMPLISH? 



As stated in the April 12, 1968 
Comptroller General Opinion for 
the Congress of the United States: 

. . the proposed system would be useful in providing information and 
controls beyond those currently available in the management process, while 
still maintaining the extent and validity of data currently provided to the . . . 
Congress.” 



PRIME 69 is designed to help the 
operating manager, the man who 
actually gets the job done. 



The overall objective 
is not only to permit 

but to 

ENCOURAGE MANAGERS TO USE THEIR RESOURCES TO 
ATTAIN MAXIMUM OUTPUT FOR RESOURCES CONSUMED. 

Managers will start to think in terms of trade-offs, such as the best balance 
between military personnel, civilian personnel and contract services. Today’s 
system provides little incentive for this type of thinking. 

V/ith acquisition of experience, the trend could be toward 
control of aggregates, rather than bits and pieces. 

The new system should motivate managers to be more concerned about total 
use of resources . . . both efficient and effective utilization. While today’s 
managers do not control their total resources, PRIME 69 will provide more 
comprehensive resource information. . . and perhaps lead to a greater degree 
of local control. 
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KEY 

WORD 

IS 





Many people throughout all components of the Department of Defense have 
been working on various details of the system 



. . . developing techniques 
. . . designing procedures 
. . . testing 
. . . evaluating 
. . . making changes 
. . . preparing instructions 

and finally 

putting the entire system into operation. 



However . . . 

the entire system v/ill be worthwhile only 
if managers learn to use the new tools. 



SUCCESS OF THE SYSTEM DEPENDS ON YOU 



15B 



THE SECRETARY OF DEFENSE 

WASHINGTON O C. 20301 



JAN 2 4 1973 



MHIORANDUM TOR SECRETARIES OF THE MILITARY DEPARTMENTS 
CHAIRMAN OF THE JOINT CHIEFS OF STAFF 
DIRECTOR OF DEFENSE RESEARCH AND ENGINEERING 
ASSISTANT SECRETARIES OF DEFENSE 
ASSISTANTS TO THE SECRETARY OF DEFENSE 
DIRECTORS OF DEFENSE AGENCIES 

SUBJECT: Program/Budget Review - Calendar Year 1973 Schedule 



This memorandum expresses the schedule of the more significant 
actions of the Calendar Year 1973 Planning-Programming-Budgcting cycle. 
Actions outlined will be accomplished as prescribed by DoD Instruction 
7045.7 or as modified by this memorandum. 

The Planning cycle began with the publication and receipt of the 
Joint Strategic Objective Plan (JSOP) , Volume I. The Planning cycle 
will be completed by February 23, 1973. 

The Programming cycle will commence on the same date upon the issu- 
ance of the Plarming and Programming Guidance Memorandum (PPGM) . The 
Programming cycle will take us through the preparation of the Joint 
Force Memorandum (JFM) , the Program Objective Memoranda (POMs) , the 
review and analysis of these documents and the transmittal of tentative 
decisions on specific issue papers. The Programming cycle will be con- 
sidered completed on August 17, 1973. 

The Budgeting cycle will start with the initial issuance of Budget 
Guidance on August 17, 1973. This cycle will take us through the sub- 
mission of the annual budget estimates, the review and evaluation of 
these estimates by the OSD and 0MB staffs and the transmittal of budget 
decisions in the form of PBDs. Additionally, the Budget cycle will 
include the update of the FYDP on October 12, 1973, and will be con- 
sidered completed after joint meetings with the JCS and the Service 
Secretaries on December 7, 1973, to resolve major budget issues. 
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Apart from the attached schedule, the OSD staff agencies will be 
>rded with a precise time frame In which to Identify Issues resulting 
)i their review of the JFM and the POMs . Additionally, the OSD staff 
Lbe provided with a budget schedule to Insure timely budget actions 
l':ransmlttal of decisions. The JCS , Military Departments and 
[iise Agencies will be provided copies of these additional schedules. 

The attached schedule identifies specific actions and dates 
:;sary to make up the total calendar, not only for the Gf 19 73 cycle, 
Lilso reflects actions that must commence to insure a solid founda- 
3 for our CY 197A cycle. It is imperative that every effort be made 
Ll concerned to meet the scheduled dates if we are to have a 
cjssful cycle. When specific actions are anticipated to be late, 

L information should be forwarded to the Secretary of Defense to 
aiate the impact on the remainder of the schedule. 




ICO sure 
Jhedule 
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PROGRAM/BUDGET REVIEW SCHEDULE 
Calendar Year 1973 



te 


Action 


Agency 


Action Date 


1 


Submit JSOP-Vol I (FY 75-82) - Strategy and Force 
Planning 


j 


May 22, 1972 


2 


Identify and issue Selected Analysis Topics 


0 


Dec 14, 1972 


3 


Submit JSOP-Vol II (FY 75-82) - Analysis and Force 
Tabulations 


J 


Dec 22, 1972 


4 


Submit Joint Research and Development Objectives 
Document (JRDOD) 


J 


Jan 15, 1973 


3 


Update Five Year Defense Program through FY 74 - FY 78 


c 


Jan 19, 1973 


6 


Submit Telecommunications Subsystem Data 


c 


Feb 5, 19 73 




Issue Planning and Programming Guidance Memorandum 
Note: Includes (1) Force Planning (2) Fiscal Levels 

(3) Materiel Support Planning Guidance (4) POM 
Guidance (5) SEA Support Guidance 


0 


Feb 23, 1973 
Prior to 


( 


Provide selected analyses 


JC 


Mar 30, 1973 


c 


Submit JSOP-Vol I (FY 76-83) Strategy and Force 
Planning (CY 74 Cycle) 


J 


May 1 , 19 7 3 


1C 


Submit Joint Force Memorandum (JFM) 


J’ 


May 11, 1973 


13 


Submit Program Objective Memorandum (POM) 


c 


May 18, 1973 


i: 


Update FYDP consistent with POM FY 75-82 


c 


May 18, 1973 


i: 


Submit FYDP Telecommunications Subsystem Data 


c 


May 28, 1973 


i< 


Transmit first Issue Paper to Components 


0 


Jun 12, 19 73 


i.‘ 


Transmit first Issue Paper to SecDef 


0 


Jun 18, 1973 


K 


Transmit last Issue Paper to Components 


0 


Jul 6, 1973 


1 


Transmit last Issue Paper to SecDef 


0 


Jul 12, 1973 
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Action * i 


\gency 


Action Date 


Issue Program Decision Memorandum (PDM) 


0 


Jul 26, 1973 


Submit reclamas to PD^ts 


C 


Aug 6 , 19 7 3 


Major Issue Meetings 


oc 


Aug 8-lA '73 


Issue amended PDMs 


0 


Aug 17, 1973 


Issue Budget Guidance 


0 


Aug 17, 1973 


Issue Defense Policy and Planning Guidance 


0 


Sep 3, 19 73 


(CY 197A Cycle) 






Identify and issue Selected Analysis Topics 


0 


Sep 10, 1973 


(CY 19 7A Cycle) 






Issue Materiel Support Planning Guidance (CY 19 7A Cycle) 


0 


Sep lA, 1973 


Submit annual budget estimates and backup information 


c 


Oct 1, 19 73 


Start Budget Hearings 


0 


Oct 2, 1973 


Update Five Year Defense Program 


c 


Oct 12, 1973 


Submit comments on Defense Policy and Planning Guidance 


JC 


Oct 19, 1973 


Submit comments on Materiel Support Planning Guidance 


JC 


Oct 22, 1973 


Start issue of Program/Budget Decisions (PBDs) 


0 


Oct 22, 19 73 


Submit FYDP Telecommunications Subsystem Data 


c 


Oct 22, 1973 


Provide comments (reclamas) on PBDs 


c 


Oct 29, 1973 


Issue revised PBDs based on reclame comments 


0 


Nov 30, 1973 
to 

Dec 10, 1973 


Conduct joint meetings with JCS and Service Secretaries 


0 


Dec 7, 1973 


to discuss major unresolved budget issues 






Submit JSOP-Vol 11 (FY 76-82) Analysis and Force Tabula- 


J 


Dec 21, 1973 


tions (CY 197A Cycle) 






LEGEND: 0 = SecDef 






J = JCS 

C = Military Departments and Defense Agencies 






JC = JCS, Military Departments, Defense Agencie; 


s 





THE SECRETARY OF DEFENSE 

WASHINGTON. D.C. 20301 



Z 6 MAR 1973 



HEKORANDUM FOR Secretaries of the Kllltary Departments 
Chairman of the Joint Chiefs of Staff 
Director of Defense Research and Engineering 
Assistant Secretaries of Defense 
Assistants to the Secretary of Defense 
Directors of the Defense Agencies 

SUBJECT: Planning end Programnilng Guidance for the FY 75-79 Defense 

Program 



To provide overall guidance for program development, this Planning and 
Prograesaing Guidance contains the follcwlng enclosures; 

( 

I. Dsfenfic Policy and Force Planning Guidance (DPPG) 

Oil. Placal Guidance 

III. Materiel Support Planning Guidance (MSPG) 

‘IV, Guidance for POM Preparation 

The purpose of the first enclosure is to provide in one document the 
definitive policy and force planning guidance on which Defense planning 
and progratmtng are to be based. It provides those essential national 
tecurity policies, established or confirmed by this Administration, which 
tsust guide our Defense program. It elaborates on those policies in force 
planning terms regarding the missions and tasks our forces must be pre- 
pared to perform and the assumptions to be made in sizing forces and 
allocating resources. This guidance is based upon Part II of JSOP 
FY 75-82, Volume I, as amended to reflect decisions made by the President 
or those which I have made. All Defense planning and programming from 
this date forward, whether dealing specifically with the FY 75-79 PPB 
cycle or not, is to be carried out in conformity with this guidance 
until I opeclfically amend or supersede it, 

f.The purpose of the second enclosure, Fiscal Guidance, is to specify the . 
all&cation of the resources which wc nay realistically aasuc:c to be 
available for the Defense Program. Enclosure 2, in etcher Table 1 or 
Table 2, gives FY 75-79 Total Obligational Authority (TOA) for each 



UPOH REMOVAL OF ATTAaiHErTTS 
THIS DOCUMENT- B ECO .MES UNCLASSIFIED 



OSD Co;itrol CCS X-1246 
SA Control 73-930 



liary Departiaent and Defense Agency* Similarly, TOA limits are. 

>ecfied in Tables 1 and 2 for each Military Departtrent and the relevant 
• fcae Agencies in the categories of Strategic Offensive Forces, Intel- 
.gc.ee and Security, Support to Other Nations, GRAMPUS, Hospital 
vetment and total RDT^E* The Joint Forces Meioorandura (JFM) and the 
:ojam Objective Memoranda (POMs) for FY 75-79 must present programs 
lie conform to this guidance. 

wcild welcome any other program options the Military Departraants , the 
dx. Chiefs of Staff and the Directors of Defense Agencies may propose 
: t.e Fiscal Guidance level. I suggest you submit, in a separate addendum 
) t^e JFM/POMs, a list of recottmended additions and offsetting program 
:di:tlons of approximately equal annual cost, together with your rationale 
>r;econraending them. The additions and the reductions may be proposed 
\ ay program category without regard to mission constraints and, in the 
ISC of the Joint Chiefs of Staff, without regard to the specific allocation 
.n :he Fiscal Guidance) of conotralned dollar totals among the Military 
sp.rtments. 

lourpoae of the third enclosure. Materiel Support Planning Guidance, is 
) tisure, within the Fiscal Guidance constraints, a xreasonable balance 
iVien cotbat forces and taateriel support capability (particularly for 
jn.:ions) for U.S. forces and those of oelected allies. It further requires 
\ fficient allocation of resources between new procuren^nt and maintenance 
E listing assets. Any DoD, Service or Defense Agency directives or 
as ructions which arc in conflict with the gtiidancc contained in the MSPG 
loLd be revised to conform thereto as soon as possible. Pending any 
jc! needed revisions, where the MSPG conflicts with existing directives, 
le-lSPG takes precedence. 

aefourth enclosure, Guidance’ for POM Preparation, 'is designed to ensure 
la the POMs provide an adequate description of the proposed programs and 
Dr^s, the rationale for proposing these forces and programs, the readiness 
f lose forces and their capabilities to support our strategy, together with 
1 Bsessment of the risks involved. It in essential that the Joint Chiefs 
f taff, the Military Departments, and the Defense Agencies, who have the 
nltative to propose programs, explain clearly why they are recommending 
lec programs in tenas of this Planning and Programming Guidance. 

heJFM/POMs should be prepared in consonance with the Southeast Asia 
laning Guidance, which has been distributed separately. These assumptions 
redesigned to ensure that our plans are consistent and adequate to pro- 
id the President the options he needs. 
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✓ ' 

I have asked the Assistant Secretary of Defense (Systems Analysis) to 
provide detailed instructions rej^ardlng preparation of the Program 
Objective Memoranda and to work with you In developing meaningful measures 
of force capabilities and analyses to help Illuminate Issues for decision, 

• 

Enclosures ‘ - - • . 

J 

cc: Comnandero of the Unified and Specified Cosmands (Enclosures I and III) 



■Si. '' ' • ■■■■■ ■ ' 









:-r 








O'! 1 
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Enclosure II 



FISCAL GUIDANCE 



The Fiscal Guidance vlll serve as the financial basis for the five- 
yer programs to be developed by the Joint Chiefs of Staff, the Military 
Deartoents and the Defense Agencies, These programs will be submitted to 
th Secretary of Defense in the form of a Joint Forces Memorandun) (JFM) and 
Ptgram Objective Memoranda (POMs). Both the JFM and the POMs will conform 
tethe specific guidance and fiscal levels outlined‘below, and will make 
acchange to the FT 74 budget and the program on which it is based. 

I would welcome any other program options the Military Departments, 
tb Joint Chiefs of Staff and the Defense Agencies may propose at the 
rical Guidance level. I suggest you submit, in a separate addendum to the 
Jf/POMs, a list of recocraended additions and offsetting program reductions 
of approximately equal annual cost, together with your rationale for recom- 
Mding then. The additions and the reductions nay be proposed in any pro- 
gia categories without regard to mission constraints and, in the case of 
tfc Joint Chiefs of Staff, without regard to the specific allocation (in 
Tale 1 below) of constrained dollar totals among the Military Departments. 

Tfte Joint Chiefs of Staff and the Military Departments will prepare 
JF/POHs within the FT 75-79 TOA level cpeclfled in Table 1.' Defense 
A$ncics will submit POMs within the FT 75-79 TOA levels specified in 
Tflo 2, This Fiscal Guidance is based on the dollar levels in the 
F«ruary 2, 1973 FYDP update with certain adjustments. 

. I 

Tables 1 and 2 also present selected program constraints. Ko changes 
it Intelligence and Security from the TOA figures specified in Tables 1 and 
2 hould be mode. Strategic Offensive programs, Support to Other Nations, 
Rcearch, Development, Test and Evaluation (RDT&E) appropriations, the 
Q'ilian Health and Medical Program of the Uniformed Services (CHAMPUS), 
a. the hospital modernization program should not be reduced below the 
Itels appearing in Tables 1 and 2. 

Strategic Offensive Programs TOA should not be reduced in the JFM and 
Pda until the outcome of Phase II of the Strategic Arms Limitation Talks 
ii clearer or until a major review of our strategic posture is concluded, 
ri: specified TOA level for Support to Other Nations is to make sure that 
sequate funds are available in FY 75-79 to achieve the objectives of the 
!<i;on Doctrine and to implement the Vietnam and Laos ceasefires. Lower 
I'lits are placed on RDT&E appropriations to eliminate the decline in 
teal DoD RDT&E levels programmed in the February 2, FYDP. Lower limits 
tn placed on OlAMPUS because I believe that FY 75-79 CIlAJtPUS coots are 
tx; likely to be lover than the corresponding FY 75-79 levels programmed 
ii the FYDP. Lover limits have been placed on the DoD hospital modemiza- 
t:)Q program to protect Secretary of Defense initiatives in that area. 
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4 




Th« JFM and Military Departocnta POMa are not to exceed total TOA target* 
by more than $50 nillion in any one year and by more than $50 million over 
fiv* year*. Also, the JFM and Military Department POMs should meet selected 
program TOA conatralnts within (1) minus $50 million in any one year and mlnu* 
$50 million over five years in the case of Strategic Offensive Programs and 
RDT&E constraints, (2) plus or minus $50 million in any one year and plus or 
mlnu* $50 million over five years the case of Intelligence and Security 
constraint*, and (3) minus IZ in any one year and minus IZ of the FY 75-79 
average in the case of Support to Other Nations, CHAMPUS and the hospital 
modernization program constraints. 

Defense Agency POMa are not to exceed total TOA targets by more than 
IZ In'any one year and by more than IZ of the FY 75-79 average. Defense 
Agency selected program constraints are to be met within plus or minus IZ 
in any ona year and plus or minus IZ of the FY 75-79 average. 

The FY 75-79 JFM and POM programs should be based on the assumption ^ 
that DoD TOA in constant dollars will remain fixed at the FY 79 level in 
succeeding years. ^ 

Proposed base closures should not be planned to take effect before 
January 1, 1974. 

Military I^pcrtment programs may include proposals for Increased . 

Defense Family Housing expenditures over the FY 75-79 period. However, any 
additional Defense Family Housing FY 75-79 TOA should be compensated for " ' 
by offsetting reductions within each Military Department's TOA targets, » 

JFH/POKs should be based on planning that does not Include the 
Volunteer Service funds that are held in contingency in the February 2, .FYDP 
and the impact of future pay raises after January 1973. 

The JFM/POMs should include resources, starting in FY 75, (1) to support 
the requirement to pay rent for the use of govemnent-owned facilities as 
required by Public Law 92-313, Public Buildings Amendment Act of 1972 and 
(2) to cover the impact of changes in the value of U.S. dollar that have 
occurred since preparation of the FY 74 President's Budget. 
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Table 1 

• • FISCAL GUIDAKCE - MILITARY DEPART>:r.N’TS 

■ . (TOA FYDP § Billions) 

. • ' ^ ^ 7^ FY 75 FY 76 FY 77 • FY 78 FY 79 

ler of the Army . • / • •• . 

"lA* . • • . ■ ‘ ‘ 

.Hence & Security*** ... ; . • 

»rt to Other Nations** 

•U5'* ' • • • ' • • ■ ' " ‘ •• '• 

.t;. Investment** ... . . ' 

lei : of the Navy 

P)k* * •• ' ^ 

;e.f.c Offensive** ' " .. ..... .. 

ll’.ence & Security*** . 

)r to Other Nations** 

jyic* . .1 - 

[tL Investment** 

'* .... 

-■e t of the .Air Force 
POA* 

teic Offensive** 
llgence (t Security*** 

3 r to Other Nations** ’ - . ' • 

.• . • - • 

ttl Investment** 

I* 



JH/POMs not to exceed amounts shown except within the limits described elsewhere 
Iscal Guidance. 

JJI/POMs not to reduce amounts shovm except within the limits described elsewhere 
l.scal Guidance. 

JH/POMs not to reduce or increase amounts shown for Intelligence & Security 
a;, except within the limits described elsewhere in the Fiscal Guidance. 
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Table 2 



F16CAL niin AKCE - DEFKUSE ACF.HCIF.S a/ 
(TOA nOP S Billlona) 



FY 74 rf 75 FT 76 FT 77 



FY 78 FT 79 




TotairOA* 

n<»fcnse Civil Pr eparedne ss Agencj^ 

Total TOA" 

Defense Corrmun lcations AP.ency 
Total TOA« 

Defense Contract Audit Agency 
Total TOA^ 

Defe nse Intell igence Aseqcjr 

Total TOA* and Inteliigence 

i, Security*** 

Defense Investipat ive Service 

Total TOA- 

Defense Mapping Agency^ 

Total TOA* 

Intelliger.cc fc Security*** 

Defense K uclear Agency 
Total TOA* 

Defense Security Assistan ce Agenejr 
Total TOA* and SON** 

Defense Supp ly Agency 
Total TOA* 

Joint Chiefs of Staff 
Total TOA* 

National Security Agency, 

Total TOA«“ 

Intelligence 4 Security 

Office of the Secretary of Defense 
Total TOA^ 



/ Guidance for Defense Agencies 



excludes Military Personnel Pay. 



a 



b/ Less thaa 




In the Fiscal Guidance. 
**jVM/POMs noc to t 



♦JFM/POMs not to 



exceed aioounto shown except 
reduce amount* shown except 



In 




Programs g except within 
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Enclosure IV 






GUIDANCE FX)R POM PREPARATION 



I. SUMMARY 

^ • ' 

A. Strategy Assessment 

» The ability of the POM program to support the Defense 

^ )licy and Planning Guidance at Fiscal Guidance Levels. Specific 
" lortcomlngs should be noted. Discuss major program changes from the 
February 73 FYDP, and discuss the balance between operating forces, 
^jrce oodemiaatlon, materiel support, and readiness. 

B, Sunanary Force Tables 

C, Manpower by Fiscal Guidance Category 

D. Cost Data 

1. TOA by Fiscal Guidance Category 

2. TOA by Individual Service or Agency Appropriation 

II., FORCE TABLES BY FISCAL GUIDANCE CATEGORY 

II. ACTIVE AND RESERVE FORCE CAPABILITIES FOR lY 75 AND lY 79 

(FY 75 AND FY 82 FOR THE NAVY) INCLUDING, BUT NOT LIMITED TO 
THE FOLLOWING CATEGORIES vmERE APPLICABLE 

A. Readiness Projections (including deployment plans and 
Reserve Components Plans) 

B. Peacetime Deployments 

C. Reinforcement Capabilities 

D. Combat Activity Levels Where Appropriate (e.g.. Sorties 
Per Day) 

E. Combat Sustaining Capabilities (e.g.. Combat Days of 
Equipment, Arasunltlon) 

IV. OTHER PROGRAM INFORMATION 

V. MAJOR ITEM PROCUREMENT INFORMATION 

VI. LOGISTICS, BASE OPERATING SUPPORT, AND MILITARY CONSTRUCTION 
INFORMATION 
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VII. 



VIII. 



A. Support Inventories 

B. Depot Supply and Maintenance Programs 

C« Secondary Item War Reserve Programs • 

D. Reparable Programs 

E. Materiel Storage Requirements 
P, Base Operating Support Programs 
G. Military Construction Programs 
MANPOWER DATA 

A. Manpower Requirements 

B. Personnel Planning Data 

C. Training Data 

D. Manpower Cost Factors 

OPTIONAL ADBEKD’XJ LIST OP PROGRAM ADDITIONS AND OFFSETTING 
REDUCTIONS 

A. The Addendum List Together With the Rationale for the 
Proposed Additions end Offsetting Reductions 

B. An Assessment of Their Impact on the Ability to Implemant 
the Defense Policy and Planning Guidance 
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OfFICE OF THE SECRETARY OF DEFENSE 

WAtHINOTON, D.C. MMI 



o 




April 3. 1973 



FISCAL CATEGORIES FOR POH PREPARATION 



I . Strategic Forces 

Strategic Offensive Forces 
Strategic Defensive Forces 
Strategic Control and Surveillance Forces 

I I . General Purpose Forces 

Land Forces 
Tactical Air Forces 
Naval Forces 

ASW and Fleet Air Defense Forces 
Amphibious Forces 
Naval Support Forces 
Mobl I i ty Forces 

III. Other Programs 

Intelligence and Security 
Centrally Managed Communications 
* Research and Development 

Support to Other Nations 

Military Assistance Program and Foreign Credit Sales 
Military Assistance Service Funded 
Procurement of Allies' War Reserve Stocks 
Geophysical Activities 

IV. General Support 

Base Operating Support • 

Medical Support 
Personnel Support 
Training 

Individual Training 
Force Support Training 
Command 
Logistics 

V. Miscellaneous Costs 

Retired Pay 

Family Housing Including Homeo/ners Assistance Program 
Undistributed Contingencies (OSD) 

(For Manpower Only — No Costs Shown) 

I hd i V i dua 1 s 
Trans i ents 

Patients and Prisoners 
Trainees, Students, and Cadets 
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PPB CYCLES in CY 1972 
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Public Law 93- 155 

93rd Congress, H* R, 9286 
November 1 6, 1973 

21n 2ict 

To auihurixc oppiopriiinons during tlie fiscal year 1974 for i»rocurement of 
Alrcniff, naval ve>>els. tracki'd cniiibat vehicles, torin*<loes, and 

other weaiHUis, and rcsi'nrcli. develoi>nu*nt, test and evaluation ft>r the Armed 
Kories, and to preserihe the authorized personnel strength for each active 
duty coiniiouent and of the ScUx ted Reserve of each reserve coniiJOnent of 
the Armed Forces, and tiie niililary training student loads, and for other 

puriMises. 




He ft enacted hy the Senate and House of Hepresentutfees of the 
i'nttcd 0 "<ttttes of Anicrtca hi Congress asseniblvd^ 

TITLE I— PROCUREMENT 

Skc. 101. I'lincls arc hereby authorized to be appropriated during 
tlie fiscal year 1074 for the use of the Armed Forces of the United 
States for procurement of aircraft, missiles, naval vessels, tracked 
combat vcliiclos, torpedoes, and other weapons us authorized by law, 
ill amounts as follows: 

Aircraft 



Department of 
Defense Appro- 
priation 
Authorization 
Act, 1974. 



For aircraft: for the Army, $168,000,000; for the Navy and the 
Marine Corps, $*2,012,600,000 of which amount not to exceed g? STAT, 605 
$603,100,000 shall be available for an F-14 aircraft program of not 87 stat. 606 
less than 50 aircraft, subject to no incicuse being made in tlic ceiling 
price of $325,000,000 S})ccificd in the fiscal year 1074 F~14 contract 
fK'twccn the Navy and the jirimary airframe contractor, c.xccpt in 
accordance with the terms of such contract, including the clause pro- 
viding for normal technical changes; for the Air IMrce, $2,064.635.000 : 

Provided^ That $158,800,000 of the funds available to the Air Force 
for aircraft proem ement shall be available only for the procurement 
of twelve F-lllF aircraft. 

Missiles 



For missiles: for tlie Army, $565,000,000; for the Navy, 

$C80,200,(X)0 ; for the Marine Corps, $32,300,000; for the Air Force, 
$1,519,600,000. 

Naval Vessels 

For naval vessels: for the Navy, $3,737,000,000, of which sum 
$79,000,000 shall be only for the long lead-time items for the DLGN- 
41 and DLGN— 12. The contracts for the DLGX— 41 and the DLGN-42 
shall be entered into as soon as practicable unless the President fully 
advises the Congress that their construction is not in the national 
interest. 

Tracked Combat Vcliicles 



For tracked combat vehicles: for the Army, $193,300,000; for the 
Marine Corps, $46,200,000. \ 

Torpedoes 

For torpedoes and related support equipment: for the Navy, 
$203,300,000. 



Other Weapons 

For other weapons: for tlie Army, $hl,700,000; for the Navy, 
$37,U)t\i)00; for the Marine Corps, $700,000. 



34-511 074) O - 73 



\. 



S 5 

O *[ 

t O 
i. o 



\ 

> 

s 



M'5 i*^ 

- z. u 
^ 

^ X U 5 
tic 

L‘ : - 

: = c OT :r 

fitl'a 2 

? S - 
: V Si 

Lc- 5 

: V--'i^£ 

y «-= ^ t; - 

niiir: 

I ‘jz E ^ 

: ^ c ^ E 

L=^l:-i 

i ■'" i ‘E - > 
:.^ 1 5 

^.^5-s i -s 

E '5'£ 

1 ♦■ " ‘ z 



^ o 

“cfi 9 

C il 
.2-2 
-?' c 



1®^ 2 

sf*! 

ill* 



ct 

I- 

r: 



1^ £ 



i|r- 

2iz 



o 



CO z* 

I- = 

Ci C 
— ' o 

c 

o 






§l 

« 



.2 o 5 -s 

L'= = 
•c^fi 



tt -*^ 

= E' 

Z. *" 

^ E< 



o ^ 
crt 



= - if- 



^ "rr - ? E = 



’if!' 



•- i; 

-^? 



u> 

c; 



Z 

• Z fr 



'i 

0 



am 



z f 

EE i 
2 E £ 



C3 



C c: > . 



Ill 



rt ^ 

= i 

^ c 

— t- 



I = 



^ E.i:f E 

Hiyi 



r r C_E 



E - 
*- 1, 
- k 



r - 
^ 5 



^-£ 

■= =“e. 



rt — 
-ir 






1-— -X — r_ — r'ww — •.— ^ ^ 

--- r: r»Z = - •- =: 



- J *3 ’T z: = Jl ^ y *z 

£-i.r| ^j:' •?.:= 5g?l-?4?£^--£| = i 

^ ^ o /I ^ r- CJ - 5 f| r cT - -= - ^ ^ 

B-r> = 'i i ._ 2:?. = *^ = £ 2 

r“ ? t. 7 2 2 5 cT cT « ^ S; i: S = ~ - 2 = 



^ S = r,'-^: B =■> 



. J - " = » 

r z 



r ^ - 

jri 
— — 
= .*5 ? 

z ^ 



: 22 

;> -T 



' -;ii 

^ r-. i; .Z 



z ^ z .~ 

-f'i G s = 



2 ~ = 
<— = — 



« s 



It 



s- ^ c^l - U E * _Z 

I I SB 2Z I- I li- 
re •£ £ r £C = 

5 ..^, § J 'ui -c-t 



z ^ 
“ - 



*^3 u 

r. ^ 

E-E Z 

•£ c; Z 



c, z 
z Ti: i-i 



- - F > P 5‘^ 



z s: 
E- v5 

a-z 



ezr'^Et^^i: — 't 



r tc . T _ E ,=; c ^ - 
-^.E z - z 

zr i? ^ Z z g E i: -r l 



Z 



E z 
z E 



z z « 

r' - ZZ 



:z S 



•E ” . 



C.Z--;'- — ' 




q 

H 

X, 

S 

U| 

o 



tc c 

Z X 






2^2 

5.2-^ 


11 

5 o 


§ 

cT 




i|-i 

v: •iT 

^ ^ f— 


.3 S 


g 


1 


B-=2 


2.2 


X 

Sr. 


"x 

uri 


^If 


-GO .. 


j. 


'2 


l?i 


-i*- 2 


'z 






tt"? J 
.5 = 0 




o a . 


1 §-i 



•2^5 






cs 



> 
I— ( 

H 



Hsg tr2 = < I 

S§tS-.ict£“' 

~-5 




= > n i.,£ o'-* „ 



. ' ' , ^ ' •' 1 ' r ^ CJl-*Z 

‘zEz^oco^oSzr^:: 

= r^‘"" 






_ ^ 5^ ^ cj ^ 

- ^ ^ S'cTS ~ ^ z 



M O 

C/2 E 






•-5 CS 



III 

C 

ill 

.E^ :/> 
z z ^ 

Ih" 

r-Z*~ 

-£§ 

■: i E 
^ Zrz 
: E 

H *“ E ' 

5irl 

^ z"^ 

^ “ 7 E 
' > - X 

“ z 
E ^ z. 



«M O 

O o 



o "Z, 

I- 

o •-. 

Si'S 

^ 'E 

r ® 

c ^ 
O £; 



Z: 5 

g"g 

— 
OJ w 

^ z 

X 

ll 

-7- ^ 
:; 

c 

z 

^ c 

.11 



0‘ 

K 

C 



t£ Z 

E ^ 

z o 
CO Z 

I- “ 
£:.2 



^o •• 



A-ir«2 i . 

1^ 5^ I 

- ^ E Er- : 
::s^ t EJ 
E O 2 E Hi 
•"E E.z E-=E 



E 2 

z ®*5 -■£•- 



o 
o ^ 

if 

?!■ 

; :: 



7 tej"! 
’ c-z'Z 

5j| 

-' •/. 



V Z c z 

I =‘— 
^ • 



c 

- 



2 2 



X 

S o 
c/: wf. 

iz ' 

..I- z z 

o ''•, zr ; 



n: 

•n 

; O 


z ^*>=^ 
1:0 




Z ^ = 

‘c 

Z - 


' Z 
' X 


i^- o 


>— « 


lii 


*i2 


s-g^§ 




cur 

of 

•son 



i 

-V 

t ^ o — X - -'*' 

-z — ^' 2 Z .* 

■ .G r.-.= = £ ? 

= .£>^C- 

_ = s = -± > 

£ ''• ^ 5 ■£,< 

X 1, — 



Ftr X 



r :-' 
t « C-— E 

—.2 - = = • 
.— X - 

Z c — -*-i 

g xzi: 2 E 

|Mi| 

^li.i-i I 

*" Jr-" 

— ■2 2 . 
S'Li N B S^:£ 

z z 



-' E z.— c 

^ — X 

j 5: 



5 'f r 

> G-£ = 

c r- 
: 9 i: v: 



= E 

lii'^ 2 

£ b - 
ilbl 1 



E: 



Z. E z c 



o -z — z — ; 



y. I 

a 

" E 



.. 2 
■r.rz 



z £ p*3 E 

z X z ^ 7 j ~ 



— ■— 

*/. c, ct 

•f .-fl ^ 



X _ 

zee 



^li 

9Er 



— ^ X X « f 



a.-. 



z ^ 



E z 

-I 

2 9 

Z z 

X _ 

X ^ 
I- 

. c; 

r— I 

"s' 

cfi £• 



X f - ■ - •■ . - — 

-Ili-iji-^-cz 

= g->J t^.2S gX 
-r >>>.£- = 7. 

i X= B.2 = 



• £ i! 
— h 

— X 

£ J 

"S; i 



'-J.ir 

cj 1 

c? z ^ 

-*- cr. — ^ 

' — _ X cr. 



c c z 
- r z^ z 

“ ^ a 



E r ir'^ Z-E-- ^»;r-E 

/:.- z-c ie:*- - X z-r<2.z 



liil 

c^.l|i 
-Sli 



— z - X 



i, < ^ ^ ^ 

<a^ 2 2^ E 

- r 

Zi-ioicz-*';— e s- 

^ z± ^ i: 



_- X 

X E 
E r 

Z X 



c/:^ I 
^ •- X ^ 

X — ^ r 

~-?:i 5 

Silli 






" = c^-=" 

' ^ X 

: r.z 



c ^ 

? § I 



??■ 

ti 

C z 

*— Z 

2 =• 

•: z 



•sz 

£ § 

to 



X c ^ 

rt — 



;s 

z 



l|-si 

= <o 

;i-s 



Ji 

Z 

' 

: t- : 
: ''0\ 



:£-s 

£5-2- 
c 



G 

= £-2 g -e-' i 

2'J--i-2 

rS^Sg-l 

— e ~ — i^x 

c'2- G- > ■?::•=“ 

§~ ~£ - 

ti-'r-r — £; - — . >>gJ 

1-^ lli =; 

5 2 G J'£ £ 

£^ 2. 
c 



>»«.= « 
® « t^-^- J t 2 

rTizr — z ^ ji ^ ^ 

E :r., E z:^.e z ^ 




c z , 



X c E z-z 



2-^ 



?c^.Ec i 

ln=! I 



= = 
“ <-? 

' o*^ 
■- 2 



— .c 

*o"H 

X 

z 

wC 



z — Z ’ jz - ^ ^ 



^ ii ^ ^ 

6 >-z;£.E X 

to g E-3 2 Si 

7 g>c-._£?;vv^s 

£- tJ =i 5-3.- 

^ a-, c =■• C S 1 , *“ r 

>^*Iz^i^Cv;xc 

r c-z 5 E-Z 2;- z;:; 

i-=.? t J - 5-^ 3 
?-►="' c.,3 t G S 2 t 



fe'4-5=- 



^ w — > 
h-« Z-^ t- 



. £ “ 
J g B 



«— . ^ Z 2 X 



X i- — 

.£ _ < 2 g = .'z ^ 



*-: V 



s 



g 

-H 

♦* 

I 

<£ 



■yii-B 



17 g 



ig 



.5 “.p 2 
sJe: £“ 



lilP .iPI 

« £ S.ji-b" 

£ ££w« 



X 

c 

2 i' 

,;|£ 

£ 2 
c,i: 



/ ^ E-z z^ 

u C > ^ r 

■z - C --x= 

O— .Z X^x^. "- 

^ ^ 3 ; Z a H 

z-^-z 5 H>^ r X 



£~'g--3; 

sg^orgG 

-y_ r. - :: g - 

>» o 2 2 

XD — 



"2 z i: £ 

ZZ ^ X X '- 

gixy: 



t ; 

a; 



H 



i‘'s 



:ss, 



2 2*« 



a r> 
..w 



\ } 






- - Si 



! -J j 
= 3 



: ^ 
n 

3 1 

^ i 

r ^ 

if 



« 

♦» 

5 

to 

— w 2 •« 

~ r ■ “ ~ - 

"3 r n E- 

t-5 



§•? 






= *zT h ? = t'i -i: 






o 

sl i 

w 7. — 



i‘5 = '■ - 



= LE 

Ecfl 

J.;i 

^ Z Vi 

I ^ - 

‘I'll 
‘U 



- */j 

^ "n 

Ui 

V3 — 



|E 

'is 

O 

rs 



1:tJ 

i;|^ 

;;=| 



= ^ 
C - 

1^ i 

- t- -t- 

= ^ i 

5 ^ 



c^-r 
« 3 ^ 

i!t 

i i - 

|ri 

I 

£ c. 
^ Vi ^JZ 

^ c 2 
i-f ^Tc 

3 I H’i 



= 7 i > = 

Si — - 

“ - - •-/: 

^.= 

c c, ^ "T -fc- 



— i: r 



o C 



c. Z 
:? — 

L?c 

ii 

z 



— ^ 'Si ^ 



^ £1^ 
nil 



=*i 'i 



i e I 

U-. it 



tli't 

■e.ifi 



£"3 

li 

■; r 



u^ 

o • 

Si 

in C 

C?f 5‘? 

"-•=11 

y z t 



o ••> 

-< r^» 



O t--, . p 

*-• • m «n 

o ri o '-> 

u;) 2 



£ 



- i ; r = >, 

— -n — 71 — 



i 

■= >,x.= 

•/: 2 S r.J 



■£ --r 



- c; X — . r 

2 =,£’“- 

V-p , — ” 

i •? ^4-1 

•£ - i:*> =, 



= 

3 == 

“ rr 
= 

:/ - ^ 
t ^ z 



5 

S 

5 

r' 

:i: 



c i-2 i 



= =•= -■’ 
= §*"(; 

i ^ *-5 

^ c v: 



T '‘‘ T . •-. (-P Vp ^ 

iic; 5 = 

= ^ 2 = v =^ 9- 



= 2 - £ '3 



^ - ^-z * 



: D ‘ 






K 9 ’Z 

•>^ X ^ 

^2 5 



o z> 



= 5 = ? X 
_ S'|*^;j.9. 
"S ^ = I i 2 

-^t-.Z.'t: 

£ ^ c £ 



■p: z o 



^ 3 = 

“ • — 

t: 

~ 5 X 

^ X — ' 

z: ^ X 

Z y^ E 
z-f 



.zli 

— r X 

^ I i 

= 

r . - 

S ^ - 

r PZ 

• r ,• ^ 
: K r-f 
:3 = = 

:i ^ = 

: = '* v: 
: t: r: =: 

.£ : 



* — rr i, — X i. 

^ c; c 
£ ^ rz c ^ X - 

^ i E 

^ I'lipl.'i J 

'c T ” ^ ^ X. 

~ ‘^* S; P = 
•/:.£ o ^ . 

I- §.E.^ z HI7- 

= = — ^ z r: X 

n- c •£ = -=• 
= 3^3 ^--ErZ' s 



•/: 

X 



7. c - f- 



if :.| 

I 2-2 = 

't- c £ 

5.“=“^ 

— iS 2 ~ 
= ^ • - 
*, V 2 2 1 e 



n r • — 
. — - 



;i-i^ 



y. 



■«-» 
m o 



on * t - — 

3 ± s 

bI r|| 

5 1 |i^ 

?L.Zt^ ^-7 

Z £ - "w 

Zr ^ “ r: “ 

-3 u3 ^ 3 

viit4 

Z ^ — ~ 



i-r2-2 5 ? 



= = e 

r X .ir 






^-.5 [•% 



£ .-z X 



i 

7-?-r 

^ ::: c ^ 

^ 3 z r 

?|j| r E =^ 

" X i: 

0 ^ f 3 



= X 



= r.^: 
-713 

^ 7“ rr 



X • — >. •'■ 

CO. 5 1:7 
3 S s: 



C-E 2 



3 -X 

, r z 

2 E. 



2 ^ 

c:.p 

yZ 

ii 

-H 

% 
z r 
P: 

iS 

;3 



S- 

r 



ii 

c ^ 

:/: O 

£ t: 
x; 



if 

v<; u 

I ^ 



V ^ ^ -c 

<Bm 

t--z E 

O ^ ' 

11131 

^= >>77 
= ■= =.^ 



t, — 
C *“ 



-Z 



fill 

— ^ o i- 

= 4.^,0 

u, 

'< I 

.z ^ r ^ 
£ H 



f § z£ § 

= J: ^ 5 = 

- X •/■ ^ 

- c 



2 5^ S 

-j 2.2 < 

— 5 ^ — 

III I 



-Z V 

t £ 



|f-fs|.1| 

"I i. 



O 



o 



= 22" 

•2 3 



0 

1 
s 

p 

£ 

•? 

? 



5| 

2- 

2£ 

o j- 

c - 

If 

■ Z X 

i'i 



:2-l 
2-2 
B = 



'S 

c: 

1 

a 

X 

j 

5 

V 

3 

z 

p 

I 

«4- 

C 

1 

X 



2 

tw 

C 

U 

c 

rp 

J 

c 

• <~» 

2T 

3 

E 

>> 

jz 

£ 



- 7i 3 

I-Fc1-|b^|- 
“. " •/: - ".£7- 
=';i = r- 

^F.|.|| i3c 

ill pci 
I'i I Ilf 
illl Jirl; 

IF ^ ^ ^3 

c; zr o X X w 

J 



X 

V. 
r 

5 

z 6 



z: ^ o 



z - 

.Z •' — «— . 

7.i " 2 

iiti 

Sof.E 

^ . - 



Z P 

r- Z~ 



! -I 



41s"''' 

I ?t2 
fj:: cT 3 o ^ 

-w X tC 

X §.z 

-;x 3 
_ 2 S ^ 

CO" 

^ E'Z 



^ 5 
3- 
3 









X £■ 

i-j. 



!i» 



o ^ 

1-- Z-- 



X 3.3 



iPf 

5 =i S 

.:,---£= S = 

2„ = 
2-57^ 

pZ — 



^ = X = 

X. X. 

^ c ^-r 

3: X. »z ^ - o 

c: 

- — ^ •-- 

•i: = c 
.- =•- 2 7 
= = 22 : 



^ 4 



X 

3.1 z”^”^ 

f-PIo 

-z c c3 3^ 

i 



"Z 

X 



c 

u 

c; 

g 



>. 

1 

•— » 

3 



o 

L, 

o 

Z? 

s 



S- d>»w 

o 

■Is-? 

== s s 

.z 



z 

X 

z 

n 

*§ 

C 



J J |!E 1 5 g 



£ 



X 

X 3 



P 

£.3 



? z 



= 1 = 


r-* 

c/3 

1 


r. 




X 

-Z 


He 
= . 


-I I A 


z 

•r. 

2 


2 2 . 2"^ 
.2 2 1 - 


c 

u 

p 


Z^ C 
X 0 


;::3 


i- 


si'll 





£ 

.3 .3 '§ 

3 3 e: 

^ X 

3 
c 



•X 

o 



3 

£ 



X S-g 
l2c-. 
2 - 2 
2 >zr3 
rz ^ ^ 
z r: z: 
>,c .z: 

If ^ 

li 1^ 



X 



c 



^ J 






^ 3 

X 



"X 

I w 

:x > 

ru r-< 

«--( 



l|. 

c*. 



t£g *• f== 



11^' 
-t: " = 

£•=" I' 

S f £^> 
•._ .2 5 -^ ' 

Uf ^ 

5 f '< f 



"3 






£ 2 

o — 
i- "Z ^ 

C/3 *£ '- 

X p 
X 



i) c P 
£ 

• *■ 



= 2Bn; « 

.' I'i 7 2^5 I 

= -5>B-:25 7 

ifililr I 

27 ?= i ’^2 .2 
r = ^ 2 rj 7 ..S 
- = E .= r - .,. f = 
*z: “ 

r S: ^ ^ >p C 



p- i— i ''' 

3^3 3 

§-1 1 

" 2 I 

3 il 

Z X 

8-- 5 
~t3 

X tr !- 
-. - ^ 
^ z: 3 
c z - 

•I 7 I 

i-^-? 

C z ^ 
O.z.z 

III 

2 Z I i 

X r,.0 - 



- P'S ^ it.i 

g-i ^ I 2 I § 

^ z- c 

S 2 

z i- O 
E 3 ^ ' 

* c 



h 



V. 

c 

I 

5 

p. 

6 

X 

? 

I 

a 

F 



£ 

c 

c 

1 



X •— ' 

x: C 



c ><’— ■ 

^ X X 

c’^.E 

X X — ,z X 

- z= T — "c 

£ ^ " g s X 
XX ii: c -z X 

> ^-z^3.= 

X ^ ’ 3 >p^-£ 

^ X X X P 3 

-I'I 

3 . 



^ . 

^ iti 
2 

‘ill 

= y, 2 

x|£ 

= = C 
Z X 
X ^ X 

z: z: c 

;>|-| 
"si 



i-r-2 



=-.I- 



X -NI X 

4^1711 



c " 

^zCc:^z-;f_- 

--' 7 .-= c~ i.s 

ZZiXST-E-E^- 



z^^ 3 

z X ^ g 

X X y. 3.Z X 
— X . JZ 



X 

"x 

£ 



?• z 



X _ 

^ gp 

X 3 X '^• 

X X 

z: c 



I'^l I 

g .z C c 



tf X X 

X z z z 

2.? gf 

X X r 






•f = 7 ^ 



X — >-uz rz 

- 5 -~' E '~'= c 2 





c.= — b’S 

_ V 

- C - 

= E “ = - n - - '- 

iHpP 
JiSl' 

•r.-Sx: t =' 

11 = 7 ' 

p o Z* .. 
x= X ■ 

£ 2 ? ! 
s- c ■ 



= 2 
£ 



IN 

P c 
.Zx: ^ 

L X r": 



i g 

il.lji' 

1 11 = 

^ ^ = 
p X 

Tt ^ z 

— c X 

— ^ X 

X ^ X c> 

■5 27 



i 

1 =' 

u • 

•s .§ 
cc ::: 



s-§l 

t; C ♦» -o 

u) u^ V) < 

:: b-Ho??; 

^Ji i s.^ 7. \ 



II 



\ 

J 

(0 

'FX 



r 

C 

.5 

I 



t 

+> 



t. r 'c & 
?£«>:: 

S g 

x: t » - 



179 



I 

\ 

i 

■ n 

[ 

i 



\ 




< ♦* 




o • 

♦» *» 




o 

t—i 




p. 

o 

>-• 

p* 

p. 

cc 



c 

o 



a 

N 



O 

JZ 



p 



c 



c 

O *-0 
CJ 

d c 
u 
rt 

^ u 

o 

u ^ 

^ 5 

u O 

s- 

Cfi 



00 





1^0 



\ 



CD <-» 



: 2: 

LI 



n • • • 

IT) O* 

c j: 5 5 * 

o » 

<S 5 S S 51 



c? J. 
« r-^ = 

- = tH 



£5 



«51 - 



3 C 
U 0, 



r r— i: 



i ^ 5 : i 
3 * 






_ E 

^ 2* 
C 5* 
cc 5 



•S i-= 

i = - 



u ^ c 
O r,£ 



Fc 



r!: 

- •- ^ c *r r 



^ t X ^ ^ 

, j:; t- C 

• r c 

•!;s.= M 



55 : 

E ^ 

la 

CP ^ 



rcl5-.i:l4 f-i i ^-= 

- r ;:*•—-= X r c 2 = = «=-- 



^^5 g 2 s H 
: r: 5 c ^ ^ ^ 



Op Cr. 
-;3 C» 



|5! = 

T. :z ^.2 c -— •: j= 

>. c. ^ :- 'r t: 

'i:. ^ z: O 
^ ^ ZZ ^ C"^ 

H 2 r- s.‘:5 xs£- t 

- :-?••= i i 



• i .5 4 g -^ 2 i 

££ «ci::-= 

= -o> 



^ *0 
S - 



ji 






- :: 



I 

tc 




u 

O 



= l = ^’^|5i£-r 

S h ^ ^ 

-r.r.- f. = £.H.r ^ r 

“ '.r - z*-- c, — z:^— 'c 

-= r- '*-! ^ i? 



r'^ g‘E£:-:E - 

z t 



;.= s 1 



J= c /7 ^ ^ t: C r: 

ul ^ £ 5 y 

^ — r'T ^ ^ .z. 

^r-z;7. = 

- r: :: ct«-- i 

£ Z Vf-- <5 ^ 

- - 

■==sria|^' 

cT ?■ i ; t : t O 



CP 

- 4 .<P M 

C c 



II 



c 

Cl« o 



= £ 5 

= ■= ST 



— — ^ ^ . 9 ^ ~ i: ^ ^ 

=;o i =‘i'|l gZ e| 5 
££- £_^.-r r«:;-:r"- S <^--- 



t£ 



9 ^ 

S '£•-= t ^ •>: « £ ■£' 

- i: £ t£ ;t r c r'^ 

= 2 § =.5-.z;-- 
Si p5 S :.s£s 



~ ;_ cj> 

-5*0 £ ■“ c ^ g S 

-=i 5 «.2 

^ r d 



o 




. _ c: o 

i £-£-i £'£ Lo| “ 
"■• £ -r-- 2 = = .S 2 



I = 



■If 



= '~g°g£’^--x. "“o- 
2ti?>.P =£=:5 o>^ 

= £ z.^' ~ -B—Z = 



r Hill 1 
^ rj} Z ziZZ “ 

- i 2 : 9 



---““ *'•" =^'- 52 - S . i-ng 



Itj - .-c_' 






i- M 



c i- £ 0 

s :: g -5 o |-s 

s.£||;|5 



t £.^.22 tfl 



c_E - - 









Jc£.:5 

^£i;S 

.•C _ 2. 2 -s s 5 - £ = £ 

'. 7.55 § 1 ^«- 



ET 

.12 

•5 5 

£ s 




P:r?"?£ir''r = <- = =r 2 g«r“ 3 ^ g -2 = 55 
= 2 5 .= 5 £ t ^ S £ C;*c £-« 5 ^ 



■■ " ?.'£'^- 5 ' 5 - 2 - f =;:^' 

---=.= «‘^;5 = 5 

c; C t:; c,'Z a “ 



• g -^‘ 
£ 



lit 
1 1, 
O «• 

-< P. n 




•f* « 



t £ 

O U) 

<x 1 : 



V 

I*!3 



<£, 



tPl U 



iSl 



I 








\ } 



VO 

o» 



ir» 

cvj 

VO 



5 

VJ 



Vi 



5: g£.= 

r r .t: 



2 i.2 

•r o i: - ^ 



r ^ = = > 

7 — c ^ - 

-=i = r 

C-£ H E §-;: 'HC >“-5 ^ = 

t :r c ~ = 



= l"x= jr'S 

C “.= -V i “ 




!5- 't=‘c ? 2-^= 

^ r i = -5- = ■="- 7. 
” 2 r.£-= ^ i .., 

<r ?;•£ t = 



._r_-_ = K£ I.V-- 

•=■7 J -, S = i __.= £ 
?•£ Z i £££=''§: 
X !.-><-.= - =J 

J ^■ y;- 5 S =.i Z - 







--n-pi 

crz u >i 
EJ:< ^ ^ 
z - r c 



0 = 

c '' 



— ' — - ^ ^ “~£.2 
r. c x V- ^ - 

lllliiPi 

- ^ 'c .= 

= =_—=• 



C z=--.= t -' 

’i ~r.s< « k’I 



o<S«S.h-' 5 =:§ §■ 



H 

= = 
2 1 
i 

5 £ 



-C 2 - * -rr: 

= ^.r.-r = r -Ci 2 ,= 



^=^-£x 7 jC i =”-J c i£ 

)-H w , j;*— '-'CS hH 

^'c X 1 - ^ ijf F .2 tJ 

= :- C.2r-<- 

r - C 

7 *rr > ‘ ^ 



H 






;-r ..._£ '-Ci- ^ ~ c 

rz *^ — 'T" z c w "E "* 

. 



|:i.i^=t‘^rz|li' 

:i- 7 ;:£ j 2 J,t 

:r z: Z; . 2 •“ r z: 



= L’H.^ “ =-®f "6 

c-^gi~^xc = i:= 5 '*!“o 
it- £ = ^' £ r - 5 S c o^ 

' ='”'^^35'= '“£'t-“ :- g ® r " 

j- cc ^ -X-_ ^ 5 ? ^c 






^ C ■* -s - i r .1 ?; a I I 

•Z CO. S s t 5 = U = r- 5-2 

S’itr 



c=-.£.x. 5 ;:^--^ 5 g = = 



r.-5c‘“7-=2-->- = r.-c;j- 

= ^ = =>*-:= = •-/■• "T c -^ = S 

c,=~ — .i = c c£!T- = _- c^ 
— £-r— £ y.= -S-= £ r ss sj 

“■£ i '“ = Z- c y£i-=.£- 3 -= 

?■ = 5 5 >-^'l-p.l " ^ =•= £ “ t 5 




3 

S 



I.- 



I 



> 

^ in 

tx; 



I €d C C 

4 a j:: J ^ o 

OJ •» +J 

? g b S 



. o F l- <u *»“' 

4 J .. 4 » T-j > j:: 

1 § 3 Sica'S 2 

53 S ;> o t > a 



3 

10 

3 



132 



\ } 



i =*±*0 — 



I 

a 






6 — ~ o 

= - c> S-, c 



Ih CO a> 
- O.ti^ 
o v-< ^ ^ 



Z ^ ' Z*" 

5 , ® ~ ® 

£ 2 .-^ ^ = 


.5 ^ j £J: §“. 2 jc; o 
J .2^ r -So = jir-rl 
~ xot-?-? -£=^5 = 


i a = '2 M 

— ~ z = 


" 1 -1 ~ i f ±--o •£ >> £ 


^ = s 


•? O c 0,2^0== « ^ = 


'S "w 5 2 


1 iiPillfJP 

- — z— — 



11^1 



© o <-— ^ 



if u t£ „ 
c ^ 



5c ^ 



s| 

•&S c 

00 .H •►» 

tjC^ o c — 

~ ^-2 g'5.5 S::: ii.c £ s = 

r 'f.~ 



'S? 

t TJ O 
^ O 

s.r 



sll 



z 

*"a c=-=r' 1 i--r“ 5 r = c 

C-© — — © ~£ ^ ~ * ZT -* 

© .r t£ © cw r z P — .rw 

5 '*- © n i: J ^ r 5; -- Sr 

"f* Jll-HS M<''s|-§.|2!.| |^^ 

^©•- - t. - r = 

S-1 5 S-= .-£ r-^£ =-< :^.i: C^r c 

;-i‘r 2 r* 



s 5 r.5 ^ 



© © 
?r Sr r 

C C T^— ^ 



I s.i| 

•5 n g 



" = £ tr. 

g s 



^ . 
E 

‘E 






Ot£§ 

^ e| I 



=.« c 



o 

>> 

:: 





^■■#5 X C 

: "■£ = ^'o ? 

•-:5'f 2-- ^’5 = ■= i; o 

§ = >.- i-r -2 t =C 

;l£z£f^= 

2 = -r - - 5. = - 

H.- “ r, = P 







® i- =5 = 






I 2 i o 



S s c o ^ c 




I 



C ^ w ^ 

:ilN^ 

J«’-E •? « § 

= -£ 2 C<~'C 
’f, ^ ^ C © 
^ a 

z: ^ r 
c? © z:‘E c r* 

v:-!|j3 



. — ~-rE-^ — — crx- 

S £ r.^ ci: - - “ 



=S © w 

i c rj 

^ == ^3 

Is-iS 

if,=i 



iiti 

= to 







V3 o — ^ 

g Up H 



r © -i 

v: ^ E 



E 



= ^ rt 

H 3: 



-rzou 
^ C 



T c CO 3 E C::- E 

5 S 5^ E.^i--^ - « : cE c S 

1 £ :h HZi: n EE = _ = o- >: 2 r;5 

2 ^ C ^ t: -7 © = --V i; ~ c c: 5; cE 



K (-5 ^ 



^ o ^ S Z 



mill 



ir: o 



‘Jfc: =£-•=£ = c g 5 g.rE,::: -2.= 

I = ^-£: £ 't<-r ’ = «.= 0 

.• p'i c i = i'S£~ 2 0 2 2~ «.; 

CV2 2 c ^ i-_ - H- «• £ £ 

S a S E 5.S 



© ^ ^ ^ 15 

cc-n > 2 






3 

c5 
X 



«v) 2 rz 



6 



= s 



c © 



® >-.£ ;: £■ _ -- 
r:? ^ © ~ © — . ^ 

r ^ c Er=,S-' 
o':; t:-- c;C© § 2 5 S 5 




=■* 
^ < 

r 



s\’z 

D ~ 



O ^ CO C5 

© © - -r • 
Cl-*— © t 

o 5 = E 

C -Z . 



= tf 2 6 = o 

2 §-|t- ~= E 



5 



sE r-g 



= r .z ^ « £••: 



?« 

£' 

5i 



r: 

z: 



E © -E z. 



~ i 

— i 
•!■ 



.2 l-S 5 p Ei 

2 r t: >> — *E “ 

S = 2^ ra£ 

• -2E1 =r ji= -E- 

^ - 3 .Z .Z io © — 3 _ 

r = =5T= =-7 E*^ t- tr g -£ 

^ 5 = =5*‘x 5 .z£> g 

"^ © E c H = = 

- z - • © z 

cr E •- - © t£ c 
J^.z E =” ^‘ = 

E ©^ =■£ E 

o ::.::- © 

© © .© ^ ~ z: 

111-2 H.i ■ 



z z E 9 ©.© Er-©^ ^ S E z Ec| 

^''"^r^Ec! ^ - C is ^E g H ^ 

^ rr c, — w' z * *' <-- — ^ k~- Z- ^ 

S±G£_,2-££^'H^ SS;Sc== 



0-0 



E2 

© 



©73 
© > 
z- © 



o C z C E 

© —zee 

r - © - E 

© © ‘“f ^ E 

- z o c 

5^ *~ - x;r 

o © ^ © ^ 

z: X t: **- 
— - 5 c 
.5 2*y: .X 






^ J?- S g.§ 



•— .z r ^ 

3 S'E z 

X — . — 

*- E ~.E 






t£ © 'Z © 

= .£ f f. 
z z i ^ 

r* r* — >“ 



CS 

o 

’A 



£ ri.E 



-. 8 - = =f 



r © 

£S © 

z el 
— © 



oiMi 

© — ^o 

'- . z E £ 

> Ti Z 



ylHii 

- Z C z £ 

E £ ^ z r © 

:f-£ 2 -«-g*£ 

._l:rr|- 2 fc^b' 

©—.-•-© — •-- 

12-5-54=^ 

-S2S 

£ >.-5J = I 2 

© Z»— I^*— .— C/ 

« 5 -= -^-= ~ = 

P O -M 0 

i jE-2 'i- 

v! -P^ o .2 c £ "a 

^ =-6 2 “.i'i 

= S^ = = -r^ 

- t£ o E.© 

z X C CO E -O 

'©'5- p.E 



ll'iJ5||-= 
, >, 



.■z.^B'?.~ 



imm 

'* z ri ©/•*—- 



z © © '• — ^ 
'-.^■z £ x.t: 



^ ^ © E © 



z" z z: z z - z 
— X Z 



X t; - z E *© .5 

Z ^ ^ o z-©> 

5 g - SS ==.s 
z 5 E" H 5 E © >* 
.z o c.z"r*-"©2 — 
.z © '^ z X — z 'E 

1.1 J " £_c-s-5 

5 «>g-n s'” 
-ir.P g C*. ° 

X V — E z O rt 

^-z E © u® ^*n 

^ © © ^ rt z r- z- 
£ ^-S-=| 5-1 

- — O z o no c; 



rt 




.E 

&* 

s 

t 

I 






■2-n. 



Jz 

— © 
5e5 



>- 

z 

h 



t 

C 

.E 



S z*^ 

-z| 

zr = 3 
©( 
© 



- 5^ 



ZZi 



III 



© 

- -5 



z 

.9 






z 



^ — z 
X O Zi 



Z Z C3 



c 



5 



>> 

© ^ X 

lip 



r'g £•§? 

— El *E *© o 

E & E 



Siro 



©zrz UET 
o = .E r 

^"*-^"5 = 2 

£Zf.£-C 

o-n- .H = 1 

3 — 



16 3 



i 



^ ! 

O 

■o ♦* 

Ic 

' = E u'^ ^ 



«s 

• CM 
■P 

to 13 



'TJ 

CO flj 

‘1 -I s 

^ i 

— X * 

X 

- U^ 
£ - - 



J 1 I 1 

•r -E-E --r -. = = 

=• ^ E E: •- "T .- *'^' S: 

•=^: i - jr - -r : = u i = 

z.^ 'n— =:-.E c c 



c 

t 

*n 






- C- - ^ 

c; r . ir 



• - t: E ~ 



c - •/. -r* ^ 

^ *r" ^ > c 5 



££ S = - |:6SOS-s5- 

•=<-'=1 = ?= ■>■•= c= C 5 >.? = = .= i 5 ?; = c: S 

— ^rt-a .2 = = -— = ,.,± = *- j; -“^ = •_ 

i X i" : 



S t 

C C 

c CJ 

1 

c 

.5 ~ 

ci 



5 

c « w >.-T3 t- 

Nil si -f“? 

;5 = i^-=t- -=2 = 

;.2 ■ 



i •Sg?t’S-S«'S 

5 Uz gjf ~ § = 

“ -• o o « 

: i § 2|||ii 2|cc iiJ^jiiri 

I -f i I = i r'is^bss^o 

s -:s.c=. c 1 |-||if gij Iriiiiii: 

> w — — -f-E -'::c E.-C^TE^t:^ 




=; = J=:f6.kc- 

-; i-?E=''i=itESit = .; 

c--<-^^- = " '7 — ~ - C ^ i- 

r If 

! lUit-i^ iiimmi 

i ^ u ^ E 

i III ? HZ M i 5 Pl'^’ 

— — t/:^*—*i "»Lyx- 

? == t S-7 7 -E i =•=•? -E c ~ S ~u?St_' 

5 i*z i-Hf i =1 £.5 = 



■f = = c~Z i = 
= 5 = E. - r - F 

^t~ - - = s I 






= -~ _ ~~- c -c- c- = "£: r i.= - -r =-7 ”-i i ^ : 5= ® « 

£ ! 5 . 1.1 7 i! 5 .It •^"'F 5 Z i T.? i-E-S Fl.c^.i 2 c i 

"^-'z — •”-” = £ — 5 -’ 2 v£^ = z* £izifi^E.-sKE 5 f>^^ 

- = — OZr-O;; 



2 . c X- = a " =;Z .5 s r}; i; Ei 

V >.v: t£ ^ ^ 

i t 5 5 2 

r r. ~ c =; c; 




'' c . :: P ^ o ^ X, ;“ 

-z^cco 



5£.i j Jo 



E E-^.£ '? 



i .E.ETc.E"^ 

— o 

i? 



JL E 



^ 7 : = .= t: ? 

X v: r S 

I i>l £ I 



I § S- 

E ^ — 



c — • 
o c 



o U ' 






-fir 

'I M 



il 1 =:f| 

- = E c ^ - 



i ^ E c; w ‘E -c 

= ux:r^£ -H^c 



S 4 ip iE.S 

= E.-i: E 

~ r — n — — C 

C - p c 

1 ^! 
E E r zz' ti r 
C E = .= E 



^ zz c 
o r i- 



. • t-t 

-'r 

E T - = 



CJ ~ = 



X 

c ^ ~ E 



•r. .:: z: 

•ip£ rj:z._'- 

?jjx £.§_ Zi " 

r zf- - iX 

■= -5 z r. rl i = 7. 



£|;|--i|| 

•— « — ^ o r — 

E u ET 

= i-. - g r = 

- tc 

l-Mlol 






i: c = 



A 

; i rr . -- :z = 



f ^ = 

j - o 



^ S 5 5 Ei = J ' 

■ 7.-i •■^•E 

= 

I C | 2 |f rlJ.i 

5 1.5 -J--— ’ t ■ 5 . 

~ — X r = 

z c 7 

1 .= 0 = .,f ~ c 

- 7* c. c ^ ^ ^ r ^ 

5 E 1 ^ = rl “, = 



tf.5 5. -7. -5^ 
Z " = 5 ^ 5 r- 

C 7 : c c 7 ^ ^ 

V _ 7. -•■=:; z : 

— x-^Tz 
"E ^ E'E =-E - 
t ^ -r X. ^ 7 zr 

J C i r-f ^ I 

I 



i 

E ~ ' 7 - — jr*E r ~ 

•f. '^- 'P- ’ 



Z.^ w 









X 

ex — 



i " s^eT 

- -_E - 

^•.^y 

Mil 



5 v: -X. - ^ -E 

5 M J s 5 .;. E Sr 



i-7lz 



5 a -.= ? 



>. ?• •- = -■ i; s - F ; £ .j. 

z: Z X “ X ^ Z:.Z.E~~ — Z 



E -5 - tt r ->Z 

■— — c X ^ X 

r - E’E E- 

h'E = 

/• r E 

= h a 2- :-. 5 



^ ^ n r: 
ct « ^ 



a .•/ r ~ = 5 



’r. — 

5 — E El- 



-T:-.-,.iJ5_. 



7 r- .-z Z:. - 'r'H'^'TEc — - z- t- _ x ^ - 1 . . z. - '/• 1 - 

X '^z,E> 'E-^^'"7 -£zzr=**^'z:xr:xzi-_r-Zi-Zz.^^o; 

zT 7 '^r = ^Sx£E 77 'r:. = cEE-E.E- 7 i^-^-rJlEiE:E’fz^. 



XW-.E 
— C 'T 

= =:^ o £• E 

E I c Z 

i s 

C ;:t£ 8 .E 



E c * 



:-C c.x 

: £.= x*E^ ^ TT^ 

. x.= E-c^ il:” 

E = E 

^*."i 't ?, 5 u 

c ^ Z r: f. zf 



^-2 if r'.=i^ 

-XX “ r ^ — 

,|g y.ii’ 

*--z:xxzzt,_x- 



r E X X ? 'x 3 « E 2 

T". ^ zo^ 



5 --=-=-=^ ?. £ 



-.2 — “ “ 
7Z *~ ’^ r 



= S.5 V '/ 
2 5 = 
= C J i £ = r 



III 

r“ E 



. ^.'E 



2 ^ E ^ 



- ^ o 






-.E z 



— 2 — 



I- 



, C_ ^ X C rr 

^F.ira-1 



t^-£ E E X 

E U z E ^ 

^•= Z*E £xz.E 

'i X -■ V x: 

c 5 c •• ^* ’Z c 



i z ^ i E 

■■ Hi 

— c 

E 7;-=: 

5 5 Z 

^ X 

1 1- 
z 7^ XI 



HI i II f-^ll ? ifl 

'c 'A u C £ E z -r - C 



E - ^ 7. c f E 

— E '/ z “ i; ' 

E ' ci: g -z 

.£••3.5^ X V-- 

►s-i I— ^ -Z — c : 



X u r y. ^ E 

:- 5 2 5 : 

’ E E E ft 7 

.E.E El ' 7 ^ 'i: 



ET I 5 Ec: 

EE c X- i E.z ^ 
>— «-Z '" Z - V X 

3 S =.i t-f '5 S 

c zr X .z 7^ X z z 

— -c 5 S: .. .r i ? .r 

J.ii- = i-yrc.a'l 
z fJ g 5 -tEt i- 

r Q c*r E^xr 

r: E3 '£’^ 7 l'~ % 

.- E ^ X z X /’ — 

— ' tf - Z. > 7 

X ‘E X r '' 
c--’^ x-z E c*E h 

E. X 7-r_ h:-- 

5 -<:z 7 =T'i. 5 .s 

r|.l P % i 5 



2-?'^ J'F 
5 P S~ 5 

x^;z 3 ^ 

li ^ E:! 

7 ^ rr ^ 

•l§"|l 

•iilM 

- z ^ ^ c 

5 = C c 5 
^ c . X z '3^ 
•- z 

I 5 1 * 1 ^ 

7*1 11-7 






Ef,.E g 

I Z c 

V. E ? X a 

i !:•£ j g 

x: ^ i.T ^ ^ 

•Ft|ce.s 

5 j'«' 5 "'=o£jj 

- 7 ./•. y i = = r. > 

-- s ■= =--5 ;-,-= 2 



S ^7- 

C 2 I 

:H‘£E 



S'® 

Z X 

.= 5.5 i If-E 2 2 57 ~i;j r t’,= J7 

E.zEE.z X E c 7 X c .z V. 'z: x 



-L z X 

- z^ 

X c . 



y. U’ 
z E 

•£y L- 



s«- 
•> ♦* 
o 

P 3 
t -o 

;: E 

Cl. n. 



o I 

5 d 

r< U 
♦* O 

:?•§ 
-? f ?. 



S £ ^ 

r~t 

,?? ?J!I 



1^4 



«r< ♦* 

3 « 
fr o 



1 






I 



I 



\ 



i* - 

.^11 

'5^ c i 

i. - C 

III 



8 



O 

i/> 

zy 



‘y.Z’5 



c o « *; -3 

? S S 
£-3 = ='^ 

s;r t; = 
?r 5 ui 

£.£ £ :^ = 

- « c- 1 ^ 

? = = 

E >-,- ^.2 
= =-|- 

•==-i|' 



SC 

■2 § 
(/: ^ 

I? 

> s 



£- 

t: 

c ^ 



s 

= 

r 

= 

I 



i- 



c = ?.£> g = g 
i. - rv-i-c-c 
•r 3 -=i:i=ic = 
= •- - E j--r ^ 



U 



— o— z 



— ^ ^ 

-v.J .IJJlII'f 

ji j ilfi-.E;|i| 

5-:;j= u 



C w C i; 1~ tl 

,||=||||3;!|=_ 

ir-^ t c cZ-'-'E- g c E 
? ~ E.^ £ = £ •= = jE = 

.2 = E.E^‘S-’?£ ? 



;M!|£l|lb. „ 

.- ■!/ -2 O 



II 

§1 



“ ^ 
5== 



r-- 

CU a p 



T. - 



1=: i 



'S-S8 8£=E 

= =‘i:-i = “ 

r E X 5 ■“ s' 

I*: 

T vT-— ^ 
^ (X c ^ £• ^ 




^ 'Eg'sfe 






Si'S :i 



T ~ - * = 

t IWif 
? il-sil? 

3 tllfll 

z 

Z St 

•I Hn1l|-S 

i£-f-srlr 

^-H-c 5 

^ " c- "'J- 

^ == ti-r c E 

E2| r; I 5.^ 



c rt tX) 

•" * i-.l-i 

a £ - 



•ii 

-zi 



^ ji 
= 



c c 



|gs 



E 

o 



v. • - r: 0 Z 
^ ;i CU 

^ ^ Sr: o 
urr c 



o 

c 

r: 









c J- c; ^ —I 
z; i: CO 

£§|H-goi 

t £•=•=■£ 1 1 

~ « = 'F Z a 



- = £ "x _- a 

— a — a 3 "a 

c ^r>3- 
-s 5 ?r £ = 
"I 5 = 'i-= 

•^ _' ^3 £ = § 
EH g£3-E..5 

"IIJ 3 II 




ill• 5 ^itlrl|lll^li 

S '^" 1 ^ 5 'J'S ^ = “1 |l| ^ 8 -Z 5 2 

I g~l ^x|ifs3 f.-Hcrl'ESIxIgp 0 

oH£S§->^ SHZX >*i-^H .|2 2 

uc-cLcj 1^73 

®2‘S£ 



1-1 



v3 

Cj> 

,;:c 



:5 



c- 

-i 

S' 

i’ i 



=•2 b 



i 

I 

X 

I 

5 

s 

1 

a 

2 

I 

! 



•= c.t: g S'-g g ' 5 '^ a 
= ~ = 3 Li t£ - a “ 

.sii:-lp;i J 
tiilsil :• 

c_«2c.?:e: f 

•liissjs ill = 

.IE- -. 

^ =x ^ 



cT^ 

2 - 

r ^ 



i 

X • 



-7- ~ 0 ^ -tS 'r. 



t: 

2. 

o 

r; 

X 

i: 



a; 



^ "5 jf 

^.i I 



a cj 
> 



tc 



O 



iir 2 



I 

S: 

I 

K 

if 

|l 

il 

II 



r = >. 

-= X — ^ w > x: 



v: ‘ 

c: r“ 



z' 



_ ~ i, 

C.- ^ I 



" r: -E r 

” c'f 

. ^ — r 

2 io-4 •- 

^ c. v: ^ • - - 



C 

£ § 
Sf 
S ='■ 
c > 



a _ 

If 



-,s'^r,= £ 

- ^ r.*- c 

^ — > ,z i: 

'H = 

5J-J 

£'|.l If 
f ■!■?'.! 
f -j- M 

E t: c 

E.t 

^ ^ v; Z c S 



I 



t 

^ cz 
’ o c 

: S c 

:g ' 



I 



r: 

£ ^ 



"5 



£ 2 

C S 

I i 



:: 

c 

J 1 

a 'K 



= S 

r:; ^ r- — 



23 

.,-£ -i 
•| 1= 


.1=^ 

Sfc.E 

E-c J: 


x: >>>. X 
X X 

x: X X 
c/: .t: tr ^ 
^rx 

X X > - 


X > 

t 2 

£ cu 

— fc- 


c u 

Ii- 


11, 

I'i 

S' — 


‘a cZ 


S = 


r>-^ = 


5^ 


•Jb 


X =■ 

X 


1 II 


it c rf 
X ^ ,x 


.£3.2 t 
1=1-1 


r: >i 
X X 
-. X 


'*— X 
i- .XT 


-S it 

-U- X 

*'-*'. X 

x: •-; 



F; c 

£~ 
3 



r~ 'w — . 

f 

c-i^-Ei i 

>.-5 a.2 = E' 
c.= z 

Z t - 

~stl = “ 

ax 12 g ■? 



£iU.2 g £r r -E^T Z -^ 

£ifr?ri= !£=:i-t °i 



h. 

«*- CO 

o ./ 



2 ir 

5 X ^ 
2 r 



:2 fe 

^ - i: cl r 

? c c. 8 

C S - cl Z 

t" Sz s 

■“■3 ttE-a “ = 
^ £.= =a:'^t: 
>. = -e •: - V - 



,2 c-= 

« ill 

5 ~ 



u 



w ^ 

^H-= r 

•a.-'i 3,' 

Z r: 
- E S 5 



i>. - . ^1/ ^ - 

^ - rZ . - r 

o c £ y-yf'E'^ h‘- 
~ * ” > 



- r- c ^ 



Z ” 

X 

r. S 



X .— r: 

:: c 

X C/ w • 



H‘" ^ 

xZ’cZ 



rr c 

X ^ 

X E 
G 



'c-l 

if gl'l 

X r: X 1 . 7 : 



*- o X 

£.M.^ 



C — ^ 
X 

t 

'o w- 

. ^-£ g 

2 rZ"-- S 

C C- 

^ i r ? 5 

- r- V ^ 
i: 



S X 



- 



H5 2 



; 

.E- - 

- . 5 

■*^ x r: 
x’'^ 2 

'ZSI: 

c 'r: X 



i 

X ^ 

- u 

11-^ 

■ r - CO 



S 



- c. 

f!:2 

X •- 

-Z c 
x: ^ 



X 

X H 



•I I ? I ^ 

11-1 rJ 

— ~ x: r: 

— G E 



E w'S 

" E 



^ xf 



j: c 



b 5 c ^ ^ 

'A > vE E X " X X p E 



X c 



con 



H . . 
nt 



c - ‘ 

X ^ > 



i s Jel 

H.X c: r 



c; - w w 

'T' X E X u.E z i' 



i ^£ 
S r- ”.~ 

' w O 

«-3 
X X 



z X X r- 7 g 
o 

X 



X' - — 

X '“ E 



i t ^ a ?i5 E 

-i^.S'EC 



tip .£•= = 

'^ ~ Z '--t .2 El § E 
5 < 2 H r = 1;;^ ' 

a - : 



^•2 
c ?: 



S = 

H,i 

5*'H 



|-|!t 

1:-^ 



2=^1 il p 

E S is — 
"'■ C E 

r 



— 2 — 

- •g.E‘-=- 

E -r E :z > .>< 
2 = r~2I — 
= «£ 2 «-<-_ 
P-2 =' 



iX £-' P-2 =3_ 

:: ■"• i 2 cTH 



=-c|.£ 
'J: ^'Zv 

IMS 

X c X ^ 
r: : o 

u - 

2 g. 



X ^ 

P^l-I 

"^tir 

•'a. 2 = 

; = . = a 

:fi*i 

I 



e z 
^ •* • 

E • ^ 

•d o <w ® 

^ a 

S C ^ 

> aVS » 



£ r? 

•f» 

ss 



IS 5 



J3 

« 



S 

A- 



67 STAT> 623 



Pub. Law 93-155 



18 - 



November 16, 1973 



Definitions. 



80 Stat. 1181; 
86 Stat. 1293. 
42 use 246. 



Repeal. 

86 Stat. 1292. 
42 use 246 
note. 

Short title. 



ugvnoy x\lio>c :314(a) plan covers (in whole or in part) the area 

ill which such hosj)ital is lnrate<l or which is serve<l hv siu’h hospital, 
and (15) section ^314 ( h) areawide health planuin;! ajzency whose section 
:U4(b) plan covers (in whole or in part) such area. 

(3) For purposes of this snh>eclion. the term “section 314(a) State 
health planning: a^amey'^ means the agency of a State which ailininis- 
fei-s or supervises the aihninistration of a State's health planninj^ 
functions inider a State plan approved under st‘ction 314(a) of the 
Public Health Service Act (referred to in para^rraph (li) as a “section 
314(a) plan**) ; and the term “section 314 (b) area wide health planning 
agency*' means a public or nonprofit private airency or oi*gani/>ation 
which has dcvclopeil a comprehensive regional, met ro]-)©! it a in or other 
local area plan or plans referred to in section 314(h) of that Act 
(referred to in paragraph (2) as a “section 314(b) plan*’). 

(c) Section 3 of the Krncrgeiicy Health Personnel Act Amendments 
of 1072 is repealed. 

.Skc. SIO. This Act may be cited as the •T)e])aitment of Defense 
Appropriation Authorization Act. 1074’’. 

Approved November 16, 1973. 



LFGISUTIVE HISTORY ; 

HOUSE REPORTS: No. 93-383 (Cerr:. on Anr.ed Services) and No. 93-588 

(Comm. of Conference). 

SENATE REPORTS; No. 93-385 (Corr. on Armed Services) and No. 93-467 
(Cormi. of Conference). 

CONGRESSIONAL RECORD, Vol. 119 (1973): 

July 30, 31, considered ana passed ^use. 

Sept. 20-22, 24-28, Oct. 1, censidered and passed Senate, amended. 
Oct. 31, House agreed to conference report. 

Nov. 5, Senate agreed to conference report. 
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Public Law 93-238 
93rd Congress, H. R. 11575 
January 2, 1 974 



2(11 2(ct 



87 STAT. 1026 



Making appropriaiions for the Departnjent of Defense for the fiscal year ending 
June 30, 1974, and for other purposes. 



Bt it enacted hy the Senate and Home of Representatives of the 
United States of America in (*onyress assembled^ That the following Department of 
sums arc appropriated, out of any money in the Treasury not otherwise ®*^se 
appropriated, for the fiscal year ending June 30, 1974, for military Appropriation 
functions administered b}’ the Dcpnitmeiit of Defense, and for otlier 1974, 
purposes, namely: 



TITLE I 

MILITARY PERSONNEL 

Military Personnel, Army 

For pay, allowances, individual clothing, subsistence, interest on 
deposits^ gratuities, permanent cliange of station travel (including all 
expenses theieof for organizational movements), and exi>enses of tem- 
poi*ary duty travel between permanent duty stations, for members of 
the Army on active duty (except members of reserve components pi*o- 
vided for elsewhere) ; $7,100,050,000. 

Military Personnel, Navy 

For pay, allowances, individual clotliing, subsistence, intei-ost on 
deposits, gratuities, permanent change of station travel (including all 
expenses thereof for organizational movements, and expenses of 
temporary duty travel between permanent duty stations, for membei'S 
of tli8 Navy on active duty (except members of the Reserve provided 
for elsewliere), midshipmen, and aviation cadets; $.5 .2 7 1,350.000, of 
whicli not to exceed $0,000,000 shall be transferred to appropriate 
accounts under this head for the fiscal years 1060, 1071, and 197*2 but 
only in such amounts as ai*e necessary for payments to the Internal 
Revenue Service for unpaid withholding taxes, and the accounts in 
such fiscal yeai*s shall be adjusted accordingly. 

Military Personnel, Marine Corps 

For pay. allowances, individual clothing, subsistence, interest on 
deposits, gratuities, peimanent change of station travel (including all 
expenses theieof for organizational movements), and expenses of tem- 
porary duty travel between permanent duty stations, for members of 
the Marine Corps on active dutv (except members of the Reserve pro- 
vided for elsewhere) ; $1,547,000,000. 

Military Personnel, Air Force 

For pay. allowances, individual clothing, subsistence, interest on 
deposits. gi*atnlties, permanent chanue of station travel (including all 
expenses tliereof for oriranizational movements), and expenses of tem- 
porary duty travel U^tween permanent duty stations, for m(‘mboi*s of 
the Air Force on active duty (except inemlx.‘rs of reserve components 
provided for elsewhere), cadets, and aviation cadets; $(J,n63,350,000. 



76-402 O - 74 





•J 4> 



lag 



V 

CM 

in 



V 0 
CM f-4 d 

m ♦> 

• «o 

• 4> 

4» d *0 
d 4 > CO 
•P in 

in • 

-< vr n 

r4 O *H O 



V- 

Csl 

in 



d 

-< 

O 



\ ! 



— i - .t: 

o'SlTCrS? 



Cl c. « ~ ~ _ 

r- ^ u^ c ^ =. z--= r- r •- '^ = 5 = = 5- ± 

• i-3 =-,:•/;■ i B-^Z Z ='^'?.i 0C-- *. =- 

i-"" i*::" f = =if i-=-i - = 

o1 ts 1^ j.f.i-l t-ii s c^ % « = 2 = 

r'r_C<<5-f >./ = ^ I = -l-T^-gr 

i?-“cc, -c-=-=”r5--. ? = 

§iir-52^C= ?iC 2"^ =“ S = 5-- = 

- • " £ “ j: n - -^/Z 5 ■? i C- .- " = 0 2 £ •* - 

■= J?.- J = i =~ = H2 g !:• j e: 

- ~ Z' > 0 ; V rA- -?' „ — o = - ~ O - == ■^. " • 



— Z c 

^ ^ 5 

r'SES- 

C r: 






• S 



- . — =: t: 

-=r X - ^ 

^.E 






- •£ - ^ - 



^ = 2 t'=^-.-^ i: 



. L^ ‘3 ^ r. 
^ C T — - 

^ u c; 
.t_LiE ® 



^1 
O 



O «‘X • r: r * 

>. X ^ .X - c^ -r 

isHJ-4- .5 



1 i "x rt '5 I i. 

9 ^ 

^ « 2 rx-xr 

2 _ z = X ? 

•£^-^ •: C 

"■5f Bo 

i'l^l 

^ X O X 
?^ .. . _ X 






r X r* C 9 

5?,;z5 = =2 ij. 



w 



5 

i 

' tl 



-- - ' "X c . — I — 
.-•t: =‘> X 



iTun r: x; o — * 

"■5 •= ?:-z t < 

X »— — 1. X 



c 

v>— 
r--2 

II 

o 's 

2 ?1 
— •— 
- c 



X . 

*• 

X 



X i; 



_ ^ilii 

X ^ o _r o 

y^S-x - 



-I'E'= = B g iT 



V'. -z ■= •_ — O O Z c 

E *- ^^'X=''r: < 



_T ^ 

X 5: > £ --0 

u s-'s'r 

" C O 



= O = X 



•Z-2^' 



pz 



2 



E c 

:2 

X 



0 X 


rE 


J-|b: 


??, 2 
X r- t: 


i 


;..x " 

Iso 


S' X 

7)'*^ 


X. 


j=z 

Ii?-| 


s 

= 7r*^ 


Jj 


t .2 2 




X. 


z J 


E V-^- 


X 

X. 


- Eg 


‘ X c 


? 


-fc-> X >> i- 

X z > c 

X :: 7 : 


l:.i! 


< 


2 5 ^' 

— X <ii 



" .E ^ 

H 
I S 11 

'£ •!■ g s 



K = =1=-= 

t= j ^;-e-5.-5 
i. = 2 u F i ^ 

Bz-IMI 

5 :•£ K-^z = 



zy. = ^r-Z = 



i1 



a 

i— ^ 

c^ E 



' s iCB 

^ ^ X *~X cz 






X 2, F X X 

. X ^ z^ T - C 

3j|Mi 


s 

g 

/-N. 


X 

X 


rt 

Z C •- 

X? E 






X 0 X 


rt 0 b ^ ^ 

X *5 ^ F x: 1 ; 




pi 


i'il 


c 2*-+- c. x^ 

ii C x: rt Oi 






■z.s r- 



'X= 

-2 « 
ox o 



c 






X^ X >. 

.£ s^t: 

^ a ^ o 





4S|fi:l.ffi-3-|r?“l.l,i|'sil5 

"'I rl:tll= ‘ " ^^-22 = £ 3 ’ » 



X. 






X. 

< 

X 




- J. X > ^ X 

r- ^ t: XE X 

t 5^-x:^ E ‘ r^' = 

- ~ -; -z -:: . i» s o = 

■= 5:51 g 5 E~- = 

= ? g S '^. ” • _ 

= 7--^ •£■= s = iTo 

.X ft .- X - 

^ = 'E.E T r 

- r. r - 



1^- 
® s 5 

Sr 

t-^0 

r X 

^i^ 

5 2 X 

S XI 'E 



= £ = “■■■^'5-S S 

filJlil 

^ ^ rz ^ ^ ^ ^ 

O - vX -r ;x - 

~ ^ 



i S3'i - 

£ s" E.'|2 SS 52> 

“■■^'•Z^ S'- >.=: c ZZ, 

z ;; o = 9 -^s.is = = = 

'"=^'^"'5=^ = = S 



'^'x 

rr C 



X 

< 



- s 



X- =: r: 73 
o U ^ - ’X 

H5 u^iS-- 

— rt y~^ 



= = 2'?.2 rj; o^-£ ^ 



^ ;x *x .-*r 01 ® 
t i 2 ^.= S C 






Z = 5 c ; 

fi '-' X 

r. < lx ^ v: C Xi c; 
tT X^C*X 

X- =- 7 ; 9-^ 2 = ;2 

*^'Sx;.22 03 



a 

X 



2 



- ic •= o X 

fT 2 j f I- 2 5 ? =3 

J.s:-i:‘7ZsJ:.ii 

'- jl: _T C — c; 

‘i § i ^ 



c«’n 0 _ 

‘2 5 

i g 1=^1 0 o 

- ^ ^ c; 2X X X. 

c; C cj ^ r :/■• 

" ^-3 s ^52 i-'z s 



l'z~ 



r *- 2S 
^ *0 ^ ~ 
o c H-^ 



,= x^-2 s 2 



X 

X 






; O jT g = 

: J2,£ ^ S 



zi 

t 

o 



2^5 

X r v> 



2 =3^' b — = 
X x: = x2 ^ 
^ _ x: *" 



2 E X 



cr:5 S i 

‘^.xC: O 



^ ^ ^ f- > 
. o .X ® C 
- xT c 

c a:, ^ ^ t; 

‘ - - -r =; x: Zzz 



z? x'^ 
^ c 'c 



X 

o 



-* X i, ^ 
2 



"i§i 



'■iz I 



sIe- ° 1 c 

O - :x o ^ - 

XT X 
»C •- C *X 
c I .X X- o := 

_: > - * -: X 



^' ’ ’w u X- 
X i X 



H 

2 

u; 



X 

S 2 

’S 

§0-., 
o gfcl^ 

^ X --V' 

2 2 - 2i 
' E £ ^ 



P 2 X ^ ^ c?^-x x*^ o 

|=;;3=|o-;,g:S 

Z. cn Q e; V 



£§•■'■^.2^ - E S = 2£ = E = 2-z^ : 

2; s-m~c~ -•= §:■=- 2 5 s-s: 



'fc- c> 

^ , ^ 2 P c x: 

S S **5 "2 

i.x t 



cl -"• 



X • — 
X X 

o 2^ 

ci 



z: o - ^ ri 

i^;>sE£ 



X . 



E = 7 



_ _ U 

2 =£ 



c s: 



s-SspIfjll 

<f,^ ^. 'ZO. ’z. r^ cx: xO 



X ' 

Cj 

U X 



•r.* : 



- -X' ^ 

i i 

^ E 

? o 



X 

c 

sil 



S'Z - 2 5| 



§ bi^J fell 3^0 I 
Silbl1i!lx'f 



</.. p 



C Ct 



3 <X> 



b ^ ^ ^ 
x^ P 



/ x; • • 

- 2^. ^1 
P5 *x X I - o -t< 

g §ty-g§i 



^ ,0 C' - O £ 

>c 2“H-o 






C 'T* 



X o c 



X gl^ 



X c: 



•^C/J 



1 B 9 



\ « 



?S:-S § 

Vila 

a p p .30 
ET «s' 

■'■tz'i 

.^ •/: i, — ^ — Z-i 

S - t i - ^ 

s Hoc: 

w — C “ ^ 



'=-=r ='p 

•ytal “ 



- rr ^ 



,5 s >.‘E S -£-5 

c - C 

Infill 

H H ^ c - ^ 

^ “ c c 
V zi r r ^ ^rr. 

o - 

I s|l 
^ §s s 



x: 

i*^ 



f- 

y. 



CT> • 

O <M <D 



4 > • • CM 

4> 

«3 O 

. ^ •►» VI 

tn CO XD 




H 

x; 



s 

D 

O 

o 



CO 

Is 

iiifiiifiii.ifii 

a 2 5.— 

= |r. 5 &^-sts = Ns-S 

i 5 j3'2j E|-5 

| 5 s?iEE = iii* 5 § = 



3 



i- 

3 




b 

3 

5 

:: 

P-i 



''O ^ 

= o - e’er «-z) = 

i|sc; = s 

'g g s 7 “'B " h:e -„ 2 -^--- 
£ .5 _ 2 r^;j) £ ~ ^ -T r! « o 



r £ 2 

i 



- . --= CfiBst 

tfs = •£ §*' i 

Z Z r.'z o ^ i- rr-x 

2 = 5 ^. 3 ^S=-g;--ss|T, 



??rJlll'>-H 5 fifl'» 




:i 



'Iliilliii-sy 2 si 



iPii 



i - 



Ui 

?; 

i: 

c: 

D 

:s 



i^ 



' — D ® « S 

Ifl-J-st-Si 

• — 2 o p , ^ O ^ 

^ ^ ^ c 

=; ^cC ^ s 

^ ^ 5 s P 



^ o 






-.-T ^ ^ 2 ^ 

iiy 

= ES.-'-c'^g- 

s:- 2 ii-i ^5 

S-J 5 5 «j 3 -= t 
= 1 

.ii -5 t£^ ss 

izn-Uil 

^=5 3 g 

s| y.lf'! ^ ^ 

ss 

c; " o CLi-i.;) 7i w- 



bi-rillf 

^Mllil 

? 3 = « ~ h'I 
’ = 5 5 - 
-.SS- 
j -5 — rr t IE V 
H s s = 'j ? :b 
c; « ^ ^ 

^rc'S'H^-S 

u o t: 

-o V. == 

; ix'i “ E 5" 5 
?•= £ J |S i 
:’i p-J 5?ii: 
:Tc6?5^:- 

“. = 2 U =. 2 ^ 

i?B S 

;2M-£.£| 

-*" o ^-- Z n 

nis 

i i< i :J i 

n£=4ij 

^ = O C « • ^ 

:5.if,*r||| 
'111 r|?!,'^ 

= .i S o 5 •X‘«S 



^5'is 

^ "3 .? > ® 

Tc= 2 =? 

.= - i = 5 
S i 0=i: 

-S - ^ r .- 

:= ? 5 ^3 

ir 1 1 i 

See ^ £ 



£ 5 i E = 5 

^ ,.— — CJ — 

•J* = = 



S^Ti-S-H 6XZ> 

-^.£.2 O 

= ~-z ~'^ 2 -- o 

c SJO'.’S ".= -5 

£-^^'= = =:E 

X £. 3 . 0 .= .= ug 
^r3a=.= =s 

I‘.= si;=^--e5 8 

.i '£-5 3 = 

-■!>.= =-32 
= £ = - < . ~- 
““.= =■? 0 -- -es 

~ 2 ts 

n > z ’z 
”“ — ‘9 C t£ ;T 



-gif 



r yr*^ 



y 

< 

y 



H 

? 



= ~.£ ? = 
?r-= -.5.= 

5 1 = = ^ 

— — - V' 

■ih-i 
I4I r-= 

■S-Jg = :r 

i i “ I'E 



^ X c. 

~ ~ 7 . --r- B 

i'l ill 



■=* ^ 2 'p 3 -? 

•gr-H If 5 3 ^ 5 

1 i l-l i S.y I 

^ - 5- •‘f'^ ^ — 

H ^ ^ »*-t 

o — i?"> 

t< T 2 7. i: i 

“ i- — c .r-^* 9 W-, :: 

= •^ 5-5 =3.2 £ = 
= .,' = -3 i .5- 2 = 

2 - = u =•:: 2 c 

p: = ?£f_£=5- 

0 - = ^ c 3 " 

•£•£.3 £ 2 = = ?; 



i< O 2 

o ^ Cl 



s-tt’S-z 2 s 



~ y c ’ 



c 

a 

c 

< 



s'SSSf’Sgls'H'H.f 

I.- ^ z ^ ” c " - r* 

; X " 3 o 2 i: . 2 _ 3 

r-P S'P-P-S o ='H''£^ o 



^ i - ' 
1 = 1' 
• 35 1- 
5 E 

n v: c. 



= £ J 5 t =i =.2 = 



X- 2-3 

^ - i-.H = c c ^ 
r?t = ? 2 S— =c.o.= 2 

^ ^ ^ ^ IT 



t t 



^ X •■ 

•5 11^ 
.i-p !•■ 

— ' ^ :_r 

r; "t:; •— *: 




n ^ ^ V _ 

.23P£.st S:ioP“ = 



2 



i 

y 



^ S £ 

r = c 

5^5 




Z z o 



- o 
•r 'H o 

r 



I ri 






c'rt 2T' 

3^ — £ 



H O 



:7 .0 



^ i ? 

'=f.E JT 

r-^ O 



iMlIflliMl 

z, ^ - c^rv-. 

r-*^ ^ ”^5 

z r- 

■-C " V ^ X c 

I cli^iillbiig 

.= _—-. x; w o X X 

■H-| |i I 

5| “c 5 || i.| 

■3 = 2 , .= -6 ’£ T “ ^ -B 2 ' 

c ;: zi ' « c *r o c: - 

•B_ Ei = ■" ? s i- 3-3 i 



c :r 



iH 

s 



o-> 

X. 

£ 

3 . 



■3 t 



il'jl If I 

r^ 2 2 O CJ 



^ -X- 



> -3S-2 P 

< rL ^ o 

:: - ^ w.p > 



= .= £■> E'HJ 2 

■p S’^1 2'1-f 

^ s £z:.=:z % s 

= = ;:.r ^ r;5 

C ’ ^ r: ~ — :i:x 3 



sxi:-l-l'i^ 

sjilixSj 



2 ^ 5 ^ 



Si c:/: 



i: 

P 

:i 

§ 

< 

'A 

P 

•<; 



c "T :: /■• c2 — . r - 

/" r"l 5 §'-•'55 
^2.'5;:3r--5 

£•=■5 3 £ 

= 2 2 ,3 £ P ? i> 
L-~P.= S-S£3 

X ^ - r- o o ^ ^ 

r u*'5 5 ^ ? 

= 'E H ^ H 

y:2c2'P.2'o = 3 

P-2 pT £’C 2.3 5 

o-~.= 3-::.3--^ «' 

C‘= 5 £ 3-3 S 

He ”s-< #scc: C-C 
“ t § 

c5^.= i.C-fc 
5 - 3 u£r=j£ 
a z -~<j-- '- X ’-' 



190 



I 

i 



I 



\ 



z> 



‘.5 S §- 3.2 = =5-P3 2 r" 

jS-H-r ^.5 "11-3=12 

'Si o c o -*r u-r ti S 2 



"(S" - ^ ^ 



>• ^ 



.^2-|^£|2S _ 
'=51^2 t=.Ho° 

r E S -5 = 2 = 0 



.V, o 



-^ 5 --= 



=g 

i§-='i.= i £-^rs =:= 




O-r ^ vT 2P T) ^ 

p X g*'" ^ 3 -yT s i 

t % ^§255 s3>'i*5i4: £ 



o 0.2 o.Oo ® 

= §:S2|1§ 

-i 5 g.jS-2'3 

5 o: 2 t = 



I ^ 
” B 



5 J: 



•/•f p 


i = rt 


w 3 »- 
s; r-» C 3 


s |1 


0 _ 

0 


u si X 

c ~ « 


0 ^ 


^ tl 


? S = 


5 -E'i 


'i >.4 


•g E 

*7. ri A 



in 

>* 

jf 



S-o I = o = = 

2 =:= = 5 = - = 



-^.. - 5 'e.". 2 -. 

1 2^"1'= Hi-ili 

= 2|-;|sirE?, 

.2 S -S ^ -2 i: " in 

-r > V .t; 5 v: Sf 3 

5 2 «>>*' '•3-" O 

5 "-r:o ~ ° -^°~. c 

' £f=>2"'-i8~ 



5 

2 



»rvr= £ 2 = 3 = 2 - 
5£":5 S-- S2,^ 
= = £.i£~ “2=2 = 

SIsiet §g^2= 

2 y- 3 raii-| « yr^: - 
ic |.= =2 2-= 

c x‘- 9 ’C S ~ 



■i-= 5 ^sis'lis 

iiilii-i-M 
"-‘-""III! 



y>= <2 c -2 Sir- 5;^ 

-- * ■“ c~-= 



^ S|‘H u « =£2 

3 - ‘H - 

22 £ i =-x-= =.^ 



Cl "Ti *- 

T‘^- 2 ; 
X. = -= 



< 



= i 

Y* 



2.1=1 

'*' £ 

CP o O 



Cj ^ — 



5 r ;= 3 =.? ? O^- > C-' 



<^* 

c 3 



c 

< 

o 

Y. 



£ 

c ?5 



3 2^ 

£*-= . ^ 
? 2 ^ r 

i:i^ i=:.i^-s 2 ^;cj£ 

= S = i'„ = r'-'^> = '^'^ - — 

w = .V — ,:ii5 - , ■/■•= r- 

= ~ = ®:= = r*==i; = 

= = 5 “ = « £2 2 -=c. 

— ^ * 7 * c r 3 ^ ^ t-i •‘^ ^ 

MS 8 -s 1 US||ij-®i«i 5 ** 

-; = i 2 ='-£;- 2 iq£ = “_'=-2 
■tf 2 = t = c c 3: -i 5 = = .= r 
=•£ ;,lX'='= 2 = 

r 2 = = =-="= = = = - 



2& 


L^'Pi 


- 0 
11 


= ^ 3 B 
lSl-2 

■2 = = f 



= •1^ ?,=. = If -zt. i; 
2 n:.li 2 1 1 ? b u f 



[i "5 -= o 

C/ - 
rr 






o :i ?: 



lif 

, O 



tt 

^ ^ ’ S 'c ^ 



Ji ?S§;.'r£g 2H 
^ 5 i5 E - “f ^ 



i i‘2 



o ^ 

— . S-I 

•i i 
ii 



A 'Z: Tf rr 

- = W £-'=2 £ 5 

=- s ^ = = g — .7 

” =“ si i-'^ 3- S 2 

If 

s 2 — .= X = =- X 

— = _•=— io to 

“•2: 2 = . 2 =2*> 

§ ^ ^ y; 



o 

1 o 5 

if? 

2 £-c 
n.— z ^ 
•= i: 5 ii:? 

U '£ r so 



,2 g 3: i 3 = 

3 > .?; c ct cc . 



g 

III 

n sr ’— ' 

c ^2 

24 i 

cc - 



c"7. § C 

si 

.X 'S 

pr/ 

S'? 

c .tr 

- s 



^ i 



Z ^ 

" 'C) 



- S' 



E 



ii-iii=i.=-€ i 

r = r X w, ^ E C 7 



^ cz 
.s - C-^ 

1: CC E - 

g 

lli- 

x: ^ c ^ 

^ CO C Vj 



J-E 



-■2 IS 



= i 

xi 



=". 



_ >.'■= 

I 

=- 2 =1 

^ r ^ *“^ 3 : 
c;^.n^ ci 
3-r - C s: 
i S ^ :: tT 
'i ^^-7- 

■“1^ 



t: 

u: 



o 
Z 'f: 



s 



j:: r: 
5:3 

^ CP 

EP. 



b 

§‘g I 

X ^ 

— r- rr 

E ? - 

'-^00 



lilJl 
cf i Ji 
^ 5 i = s 

ci ci.3 



-• 






- £ = 

= 3 r 

^C*Z X 
3 c, 3- 
sr > z 

w n. 

•f = ", 
si S .=< ^2 
" 2 1 
11 s ?: 2 

= 1 r 
= 2^ 



r = = ~ " 3: = 

itlill I 

^ll 5 i-is f 

ro e-r = ”■ 



= = = 

S-- 4 : 

3 — : 

c E - 



x:/ 

^ »c 
22 
rt 2 

“iS 



-'Hi 



i i IT 

111 

■= 

U" 

S =." 
= ^ 5 

lit 



I !^'ylii 

m — =: 

^iifti2 = 

■? =-= 2.i: M S 
•r ^ r 0 X ^ ^ 

. ? **~* —'_,C- 

£ c C *5 ”* 3 k 
^ if: ^ *t: ^ 

£ P 3 : ^ E s 
E £ .^ 3 H ? c: 

- 5 • xJJ 



li 

■ — C- 

3 5 : 

liii 



C: 

l^r; 



hi! 



zi ^ • r* 

r S-o ^ c = 
E Z' "N •- — 



-P c: ^ = 



C/ '. 

Hi 

.= t •=^-- 
5 tl 



£c-^ 

<:; ft 



~ f.f = " s*^ 



Z-JZ ■£ 
£ =.£ 
t = 2 

rli 

c - - 

2 s 



lliliff 

->=‘-'^1^.2 S 

t:ljl I E.n 

~2i =.= So 

t — ^ o ^ 

il lcli|. 

o; r: . Ci ♦- v; 



-i: sX .- 



S bP 

Z 7 ^ 

£ 

^ 7 c 

c: ^ • — 

’ 3 -E-I 

Ci o c: 



•Z 

r 33 

X A Ji 

•z = = 

1^1 

^ >» - 

r 3 E 

ill 



~fJ3 

4 > • • 

,1 

^v,v. 



19 1 



■ IM 1 






i 



I 












\ 



rii! 

2 -;?t 

•pi 

u 

JK r: 

. z 

i * > 
r 

■n 

r- 2 

2 

;u- 

I 

) - 



I5s . 

ro ^ m 
« «n 

4> • « CM 

< 4» 4* 

45 ^ d O 
V> 4> 4> (O 

\n \n 

O rO 4T) o 

r' 00 CO ^ 



2.^ s'3 2 s-s^'=:?r o § 
= s2-£ 5- . s 

— - ■ - s = s,' 




*o 

U 

O 



? ;h 
i u ^ 

:lid 

>>.- o' 

p:-<" 

ill d- s 
n- Sj 

I'-: B-| 

^i5 3§ 



'rf: 



^24 

< 

Ui 

•£ 

5 

X 

2 



^ -A 5 ‘2 — C r: :5 '5 ^ 

X 5-n ^ S-i:T:3 x 

Zr ^ Z. 

^ 'T'- ^ ^ X "7 -2 .X ^ 

i H ;;:^ liii ^ |i E 

.5-^-i r.ir= :- ll'.y.| 

l't?5-s-.-5t';iS>.S 




O > c 2 -5 ® = .o c^ 

yyy$g5-r- 

f-i-g 5 2'5 

^ S X ' — X‘Z = 



- 



X X 



_ X 

i-iil: 



=.-t I'l 

- ^’C 



~ = ".® 5 5'S 



:ii-t==-*-c-^. 



yi 

•Sirrei:^! 

3 2 -= 2 'n 

t£ •= ^ X C. C 

s: r-c . - — - 9 .- 

— - 

n 1 .^ >-X-. ^ r; _r 




IMIld 



H-li “1 i H ES^SJg II ? 



X - 

= = =‘fi;2tx-S"B~ ^ 

^ = = 2 u~ Ss 

> 



-I =-| 2-25-3 = 

tin S.x5 o 3 



r — 

s-£i.I='|sll 

:iiJiJ=ii 

^ 



3 



is H 



II 

'5-3 



X. 

/-N 







> 



H $ 



SWSjI 

I'l s =“-.£• 

£-2 g? 

.2.r.;^i= = - 



r3 ^ 
^ ^ Si ' 



Cu1« 5^ P>t^ 




o2>^£:ci 
rx ’Xj 




^ a c 

- 2 -B^S.Sm 



I?f-r.= fe j-2 

C,b = P| - 



^3 ^ 

S r- 



X 

_X -T^ 

X Ci 



5'.il^lEs 

i:r3l-i^s 



r w_ _ ^ 

ztZ-yy'^^ X - - 

^-c :;H Sr 3 . 

S;l| siSfS 

C‘ Z Z: ^ ^ ZZ S 

= = r c ^ ^ 

" X Z Z ^ 

X y x .^o,S;;x,:r 

c' 3-r iT ^ ^ 
E-5-v:- C*3 = 

-X = x:: c= ^ ^ 

f :: h.s^?- 




i; -X E 'w rt 

- n, :r^ c3 c ^ 

"5x = g-c:'g2 

>> r*n r ^ , •- 
= 2 a --=.2 > 2 

i-f |gs|o.g 



rxw , 



B 

z. o 

a 



' o 



I g ^ Ld- 5.-S 7- 

= S d ag V.$^J:S 

Mi^^'N:-i 

£ g .-?-v^-~ = 

x-r^x.^ir x-'T 
cX 51 X f - 

<^ ^ — zr iz t :: 

^ c,.x,'-^Cx - 

- =:= a^I-^2.£ 
C — — “ >•' ~ ^ 



S: 



Illy y 3 8 fii^ 



X ^ X = 5 

‘=*^^*5 s' ''-•-= 



= 2 



g:? r.-2,U^ 

^ 2 -c = Q ? g 

-=r£| 5 >| 



X ir: u C! . 

^ ^ — C/ 

.= x: '*>:•-= >. 



^ 7“^ = C-w - 

.5 -5 Eg. 2^^. S 



- • “ .t: X ^ 

E X-To- 5 ^ 

^ X X C4xr u _w 

w c: c; c: S-I ^ 



o 



f s i safe --J 

X *r •- c< c: 

= --2 

£- = s‘5 =.-if 

2 H £ = 2: * S 
:<-C 2 a:.a x a 

o X X - -X ^ ^ *:5 

.X X - 5' 3 ^ 3 

^ ' s = c T 



2'-igo-a5 2|2 

= 5 - S 5 -X- C T3 £ 



i g l^.i 

2 j “[ a-S-a ; 

i'^-:.= 1 i'4 

He g gt.^'2 “ 



Hh|||f 



‘E t£r 



" J.^ C 

C r: r 3-- E - ^ 

11^ -= 

^ X 



4HJ:51.2||I 

— — ^ a a " = 3) 

5 lto,a^ g 2 2 ilB 

.“S X'^'^ X--^ 

‘ r- 



4.2 .- cT 

= c?3 



i^l 



i >• 



:* c 



.X X- - c 



X 

c .'y> C 

II 



||i'|-i;lc.= ^.ii=-E 
''i'c- |!i||li||.! 



" c, 
X "C 



- i: = 



tL ^ 

£ 

i 



X 

^ -*E - - 

lil'lil£_ 

H-"-:igH-; 

=.e5H::-hi 

c -X ^ zz - 



Sa^^s = ii2i£“'-=-5:. 

” =•£ E ^2 Bigyc-.ji -g =^- 

----£•: c 2 - - a - P 



3^|'i.=.-a E ^ 

'.E.li 2:3.2 § 

a a £ = xr— f- 



o'~ S’“ a 

i.a a -r .y c. 
-ya^ - . c; x£ ^ 
^ 

X- 31>IH ^ 

ill-J's 

® ES t 2 E 

^ ■"^1 § 



. z 

5 •- 

r. 3 



r, S ^ = 

x-.v.-;; 2 Z'-*'o 

, 2 | ijr iv.. s i 

I i H 

.. US 2-2.-J - 2 E-“ 
2 -^ 2 S 
Hx'fg 2.2 S §: = 

^ <!:^ ?t 



; 2 



I g I't i.ii^t iia' 

- - X- .^- I- 7 . ZIa 

X 

£ r a-L'^ c- c = 



- X “2 

X iX X 

c .£■ tt j; -a 

ix, :n .X c/ X 

r= "~ 



X -r .-*35 

lilii.iS-jTg: 



.X X .X X o H ^ 

1 :- 5U. ' X 3 r, 

C w '/ 'T o ?= x: •-: .x^ 
X X x 35: 

i.ii-iirifp.-S'5 2'S 



r c 



< 



•- 
Z 
X 

Z. 

X ^ 

r — ' 



E 

£ 




2'H = 2 s- a- ' 

H I -S-g 

• Hi's::® 

-5E2®fa= 



3 T 

^ .1 
€ 
£ 

'v. 

l 

u 

O 



^ ^ ^ r : 

^ r 9 ? 

n S > r - 

— - c c X - 

r ^ : 
2 E. X S 2 y: r 
a 2 a -a c 2 ; 

•a E'J rx 3- = 
a.£a.-ca- 

5 1 £ 2 £t - : 
t X X r: t 
E t: 

2 5 =- ? c ?,.: 

s££|-5|i 

c: t£ c; 513 < 



19 2 



§ <M CO 

»r> .-4 Q • 

fo ^ tr> 

• m 

4> • • CM 

i d o 

M ■♦> 4» to 
to M X> 




A 

I 







y. 



^ ^ 

~ C “ " " 

2 j; i 

= --li^' 



rJ 

''J' ^ ^ 

' ^ ^ 



i 5 :il?li'siHfi-Pi 5 ; 

; 5 i|'-il®'.r;tss.tsi-'--' 

' "u' -e 5 c = = >.: 

-- 5 



- c. 



> 

c 

y 

< 

f 

H 

5 

p: 



2 

c; 



2 

iS 

K 



c tc S^'^- ->V£ '« 5 c = = >•£=2 ^ i 

i ^ ^ 5 C = r^ = C o r r. 

•5 = 2: .= = t: - -B 2 '? I C : - £ ^ 

o.n-.iG r ? c Bi 5 

^ SI: ^ ^ c" s = ^ 



Is 




cc trr; c 

s -I -I 

•r S £ a £; 
i-£'::.£ O 



V « 
.0 



19 3 



C ci ^ 
o :: o 



£ 

u: 

P 

vT 

c 

? 

< 



< 

> 

7 . 

I 

c: 

F 



E g 

X-~ 



^ 5 
1-:| 
c .£ - .t: 

£- 5 .H tl S 



o 

rs -r = ^ 50 

> :: •- c .X cc 

2 ^ t ? c 

.l:- 1 ipP 

C k ciO ^ 

^/ ^ ^ 

5 I = 

= =£■ = •- 
S = £E^!c 



1^'^ i.b£ 

, /. '^ <^ Z ri 

^ u c .n ^ 
c ^ t ^ rr 

V-. - - > 

O V> cJ cd c 3 



P 

8 

p— ( 

P 

O 



4 J ^ t+-t I O ^ 

S t 0 X ^0 

Is ills 

|4|l'^f 

7 ^ S"^ « §< 

C*op-^' 5 ^ 

ir 2 ^ 0 ^ 

- - ' ■ a c« H 



>-•5 S -5 

O ;: rf 



z ^ , 



0 

1 



.£i > 



^ tis'z C 

^ ^ U ^ ^'C 

%"i I-5^'£ 

'~~ i:\-i 



11 



T- 

»— < 



o 

w 

p 

cr; 



£ 2 ^ 
^ - 2 



27 



c £ 



■S.S 



c j— - 



c. 

5 rt 

X P u rt p. 



X 

o 

I— p 

X 

►-i 

> 

o 

p 



0 

>--» 

p 


ii. 

s c 


— ■ — ' • ^ ^ 


P 


)— 1 

P^ 

P 


p 

Q 


li 


S 5rM“£ = 

-c:0.- 




X; 

P 


P 


£ ^ 
**~* 0 


^ r-< C 

c c: - = -£ 
S 




a 


)— • 
<- 




2 5 







;::a 

(C n. 



I 



I 

( 

I 



\ 



_ ^ ^ * . p • ~ * ^“P j t * p. ^ p"^ ^ 

J L ^ ^ — r; r- 

5 ^ 7 3:^ ?> .- /; .^* 3f > ^ ^ c: 

^:-^'-S-i:S--z“=- = -i_ 

=-£•:.: ?j-^ .^>« 




teiljUlilsiPlIiiil! 

•?•=.= - r - 1-::- s = = =- 2'"-='?-i^i S 

= ^ ^ J: - :r *r L. t- ^ ^ 

r — J- ^ X - -:x X r. jT-z Q cj :i 




'S 



• « X « • « 

y s i ti i a 

X) ft> ^ m u *> 



i S' 



:5 i S & 

s: o.^ ® 



i1 



'i3 - "5 



o o 'x**:: 
-*-* ^ *72 c 

rii I 



«ii 



I 11^ 



c r if 

.2 C cr 



^^7 2 

X ^ — ' 



r - 5^1 



— >/r I- — •^* 



si c 



= £■2 



= C c 
X ^ ?. 



.tf 

> i- *r 

si 



J3 c' 



; ^ :r = o 
c - ■ 



= .^- %'^- t^'^^Z-227-z t 

-I'n i-r 5 hfr S“ •= 



)T ^ 






? =-^-H 



- s- 

=; .- ^ cj 



£?• ^ 



•?. -,;:=*- = 



- i- “IT 
i- £-^ f= 



s 



= ?.£ 2 



^‘2 ? '£ 



“ c? S .:£ 
-^•.2 1 



=^ ri 



:r* Si ^ ^ r .IT 

:= = 2 c.i -^-3 

2 r - ii ^ > i- i: o 



c S X u c r 



'" >, pO ' 7 

^ :i -.if; 



0 ^ « 

1 C 



.2.2 ?Jh 



c: ^ V 



i| 

= X 5 "r 

S C3^ X 



~ =: r' 



-5=-2^ 



>.h-" <5 



r; r 



- X J:: 

<-• 






« «» 

I 1 



u 

I,? 

- H 



rJ 






— o-r S 
20 -^ 5 ^ 
2v:'3 = « 
“2 >,£ £ 

-z:^ > 5 

cZ^ 2 .T 



si O 

-I 

O o 

VI 



r.-'y =.x 

n 2 



M 8 
3 = 

1 5 



C'**- o - 'S 
ii - >>- s 

lllri 



.2 2 

" S- 

‘t o 

25 



ij-p -2 

r,^.H:, 

P ^ c- 
i'o 






^ . i: o *-^ S 

c ^ ,V ^ 

I is-i §2 

« •r-' .-' 



S— 

ri .'^ 

o if 



.§ 









, X 

x‘x ^ 



> X ‘ 

ip. ■ 



o ^ 



h .-^2 c 
^ *t: S 



t- iJ 

c 



si 



.-^8 
c 





a SJ « C r-t 

O TJ >: 2 *> • 

4> t: j:: I* 4» 

d ^ 4* • o u. c5 

4* O t: 4» t, O • 4» 

0 «A « r. fiO €> ® -a 

cx®o®'Un>i^:-^ 

1 fee; 



, _ " .2 = S = y; z; 

£ J = r-2 

•g =-=s -"7 i s 



c'ISSsI 

S 5 =k 2 = = 
^e|. 5 |o 
— ' — S & '/I 

•7 <? 2 o ^.c 

t c ■? 3 S = 
SlisEf-i 

I'sgsl'l 



c s 



;li!lml 

; - ^ ^ ^ « Z 

u tL y i:: 

.^i-zcz: — 

ri- = Krr = L '3 

= 11111511 

i- ^ ~ 

r ® >.« = - u 

' ^ ^ .z 

il 1 | ^ !if .2 

iiimj:.i 

j ti r 1- u = c 
; z C :i -S Z 




■ •£ w ^ r- . X *r t: ” - V. , 

: -7 1 ";•§ i 1 5 ?! E •'• ^ = = = 

; = “ 'j: tl — r-i:x:SCi-.-S-'J; 
^1 1 11=1,11 



— ; 

V: 



r: 



•/' 
— » 
£: 





II = JJ| i.il i' 

^il iiili’l X- 

i ^ =^ S = 

= M-f-s = F 2 -e" 

= T‘ 5 s -•- = i 

Z Z* z ^ ^ ‘C 'ir ' 

' *1 3 ~ cl 

.= = i^C-f p-? H -'t: 

~!lif«i|5' 

•=-ft 2 -z - I-?-" 

H-= 5 i =^zr =^£'s? ■= |.= M- 

Z- r- r z ^ ‘ ^ X C, X - .::: ^ tt „ C. r X ^ . -L 



5 £ ^ a I l\ 

511 i -I ^ 

E-f^ = = £=i^^ 

^ C -Sip-otinT 

= .^ 

w X i! C ^ ^ 
^ o z: ^ 




§ 






o 

t 



;s!' 






5? 



S o w • 

<* sr ^ § 

«> U «> O <*-4 

o •*■> > O 



I tl 

■5 £ 



Vi 

O 

u 



^ « c 

4> 4* 



SI 






1'^ 6 . 

r. m ^ m 

4* 4» « 

c tt V ^ 
O 0; O V 
O K Vi 4» 



t 

■-it 

5 i 



?. 



i l.i-Jillii 

'i iErr ^ 

i 5'3" A '^-E ? 



::-. i: o'^ 

E .£ s Sr s=^:- 

^ = i2 5 = r-s- 



^ z. ■- - 2 -= y. i:~ i- 

J g-=^ £ 1.^ 

■'“;: I ||i £’-«•? 






u • * r' 1 

*5 

Cl. r: ;< S X 
o 

^ ! Z ^ 



i ■g = £-2:'c 
= i ==•-=£*§ - 

- ' 5 > > . z ^ 

El S:S£:r- = .- 

^ ~ - IE c ” 

C- ZZ — 



w ./: — c, 

= U'z c.z E->. = --^ s 

5 = 5 = i=5 = ?- = irt; 

£ crr£i:-r t Li'= | ' 



c*r:- 

c c*z 5^5 



^ ^ ^ 

•i rl i 

" " “ 5 u2 E 



r: t. ^ • - - 

r «£ s t 



.1-S C 



- = =r ■>-:£=- 

f: 51 ri! = E:^.i 

'i--=ilili‘ll-| 



:r^i-r, cor: 

- 1 c £-£ £•- E i: ^ 

" •-£ >«=£ i-= =•- S >> 

CW-. C ^ -^v-i 



t: — ^ ? 

sllS^. 



•? = *" 5‘-="'-r " c-= 
S'? ? : £ s £ 
S^'S° = -'Sc£j:c& 
r-w = -S.= -iii-f 



^•=1 






t-5 ^ ' -r 



;:H.E r ' 5 « £r- 



j“ = .2 tt: 5 = >,£ , _ 

5iMi“ritN-E 

£ 5 r - :: = i; 



r. i 

^ 'tr o 

c I -7- 

-— *" .*- ^ w- 

^ r C 

^ 5 

^ CO o (~< X 

£.= §_• = !; 



= — t: = 

r _ = a,' 

- = c c. 

r.£-5 i' n 

f- f a; *- c 

£ ^'S = s 

y tV.- 
^ I lis 

C X ^ ^ 

■£ i- • CO C! 



•4-1 CO CO 

C :: -r 
2-2 § 
c “•*- 



^ © h 



'S 



£ c S rr 
c- Z c: c . 

■X *r- — r 

X £ ^ “ 

_ X ~ C *' 

c* ^ c ^ "r :“' ^ X ^ 
t fi‘Z ^ X C ^ ~ .- 



: ^ - 

CO * 



^ ^ 



£ £> V V 

-■> = = =^ 
<y •- t(, tt U. £ 

^ r-?/^ = c 

X o r ^ *1- 



^ ^ 

> C, - 



:o u Q 

§ g ! 

•:: >*5 

X — X 
•X X Z 

E. "o ^ 

£rii 



= X c. 

= 5§ 






iHjc 

15 

c 

c > ^ ‘"'T — 



= 2 : 

s z~ 

A ^ 



_ <« g - _ 

X X c 

X • 5i ^ — 



iC 

E 

-X X - 4 - 



f •|'C « = -s 

" ' Sr g*£^ 



"£• 



<2. 'I z \ 



^ C t 



7 . c 



• rr •— 1- ^ ^ 



5 ? S' £ 

~ r: aSt c 2 S 



*- -_ S 



•5 -£•§ ! 
11^' 1'^ 

- E o Tl^ 
^ = 
^ " c~ 



■f -: r 






^ •- 
0) 



. , O ^ X — ^ X 

= « -5i ? I-S-S £ £ E.| 2 




r ^ ^ = 2 " = — £ = r = s 

I 5 1'5^5'Sr i 2i 

ScE5c3 c-f_ £“ 2='3 = = ~"'* 



S S:E’i £- 

I Sins 

- .X X 'X 



y-c t 

ci - £ 

'^■- 

S = r j- H.-£^'- Et c't •• = 

*■ i ~ i 2 = E = j; ur 

~ " - 2 s ■ 



- - 

l-Ett-lh. 



c *- — 

S = I 



= 8-5 ■‘ 



ig|l 



X 5£ 5?£ _ 
s"^ug->s 



I £ Ei: X 



£ 5 I sf I's- 



== ■“ £ 2r = 

|||||| 

C CI ■$ ■: -L"^ 



c?? =.= 2.= .= 






i^l-S 2 £ i i=c -- ^ 

&3u«= = u2^'n-t^ _ _ 

V . J^ li: ;.-r 

2 5 k £ c :J'§^ s, 

£ CO b tt „ 
o »4- c ,-*■ X 
‘41 C X 



.- C r? X ^ j:? V 

£ tl— -X c c X 

■”-iX — I— — ” '^.* — -»' ■ X • — '4- ^ c, w i. X 

:= £ £ J-i I k-^i.p i I i 

r't.= '-^' ciE J i'S'S ^‘••S 2 2=^ 






£ ^ 2 £ I 

V 4J O * 



E 

x3 



w- — >.~ 

c I- - ' 

^'l£|l 

£ ^ v: V i: 
Z g CT..E 



_ c C 

X ^ ^ 

?.-x’rZ 



--^xt:r-CAE 



-pr 

s5 

- E^ >.’:^ 

>•" X X E 

= X X X 

^ r - 



.X X ^ 

if-? g 

X X >•. 



= ii:f " 



- _ - CO X 



■— •x'lo 



ilia 



X - CO ^ 

^.$ = £•52 = 

. - r'E’^ -■ 

^S5.-f^2='i 

£‘: ^c ! £ ? 

■s E «- •- ;-E = 

5 CO -2 ^ tz ^ 

X X — 44.- ^ *4h 

CO X.- X V c 



? g ^ ^ 

X c 'tt v 5 

^ 2 E.r 

l2|| 

.X '*“’ X ~ 
^ c — c 

c- x: 



r,-: £ .; 

- 



-- -••£^ 






lil 



-•i 

‘C 



r r 

M 

lit 



c ^ X-- 

£ 

■iii 

E-^r 

X JX X 



*x *E X 

p s=; 



r E ^ 

£ c< 



— X X -E 



i; 

T- V 



X r: . 

^ 5r' 



’I*' X 



1^!. 

X 



E ~-z' 

ill. 



~ ~ . 
. X X ] 



I- ^ 



;- > 
r i; 



*r X*- 

^ E 

I 

E.z- : 



S-rs- 





fill 

iKiiy 

X X X >* E E s: =s 

I~|^c3 £ = § 

5- C- —755; 2 

<. .“ -r ■^ " > .£ 

s;~ ‘-■'^ S: 

-H— r = 2'c^ 



kT^ ^ o O m 

5c5c= f 


tmi 


'C « C* 


ilSt§ 

2 2 g =S 


~ t zt 

•ii tii 

-LJ — 


2.S p-O £. 

-'?■ z^~ 

2 S*r, ..-.2 



£x'=ic='-r- p— r — = 
- t = = 2^- ? « „ = £a- 
2 r — 2 r = 2 — 2 c.£ = r 2 




E^-S. E7:§ 



" K 2 2 ~ “ £c = 

y i-|| 





k 

v4 

i: 



*> 4* 

fc-s 



;3 Si 
P r 



«15 3 

-4 id .X 

E, e 



19 6 e' 



n 

o • 

^ I-. 

4J O 

II 



t 

& 



^L. 



m r: • 

Ui O W 

il ti 4* 



i 

4 » • 

10 4 » 

t t 
hV. 
t U 







•a 

c 



u 

o. 



•i 

t 

D. 

g 

a 



<u y * 



« g. 



^ o. *• w 10 
® «< o 
o fo dj *d 
C C r» Pl o 



o 

E- 

10 

e 

UJ 

> 

3 

03 

►-< 

O 

a 



i-< T> m 

• N-' c a 

I fij p. 

) S TJ -d 

^•^ £ § 

rH O I 

- O "d TJ 

^ ^ p 

3 0 ) t. 

I ..CO 

0 Q o *d 
r> a: o “H 
o g 



m 

“’■S 



C "O 

ttj o 



O 



oi 

o 

Cl. 

S 



o w o o o o 
Si {£ CO O *- 



^ 1-3 ^ 

- ^ C» CO o 



iX o 



* CJ rH CM 



W 



03 > O O 
to O O O 
g ^ Q (3> 

^ § 

W o 

<n O 






t: 2 



P 



.r: o 

S'S £ 




a 

<L> 




» I 

0 ) *r< 

O r- 

<rt .r^ vj K, w 
4J T 1 O r-« 

-- r- . ^ f 1 



3 



c 



"O o 



.. O 

'f' 



- _ t: 

C vH «i. o 

r. 



^ ^ ^ 
u t 



t-. 



rf C 
4' o 

S V 

I- 

o 4; • 

i; 



CHAPTER I 



DESCRIPTION OF THE NAVY COST INFORI4ATION SYSTEM 



1.1 Introduction 



The purpose of this publication is to describe the Navy Cost 
Itiformation (NCXS) and to provide instructions for the ©peration 

ef the HCIS in relation to the Prograrming Systeias of the Department of the 
Navy and Department of Defense. The instructions contained in =ehis publica- 
tion are for the use of Systems Commands, Bureaus, Offices, end Headquarxeru, 
Marine Corps for maintaining and updating the pregramming records xn the NCIS 
in support of the X'l’ogram/budget process. 

The aim of this cnapter is to outline briefly .the development, piupose, 

and objectives of the NCIS in relation to the Programming Systems of the Navy 
Department and DOD. The program information contained in the NCIS data bank is 
described and illustrated in Chapter 2. The maintenance and ixpdating of these 
cost data are described and illustrated in Chapters 3 nnd 4. The reports 
genei'ated from the cost data in the NCIS data bank for the Programming Systems 
of the Department of the Navy and Department of Defense are described and 
illustrated in Chapters 5 6. 

1.2 Background 



Following the establishment of the Department of Defense in 19^7^ 
great emphasis has been placed bj‘ DCD on improving the management process 
within the Service Departments. Particular attention has been given to 
improving the system of financial management and the budget process. 

Beginning in 19ol, a major effort was undertaken to emphasize the 
related processes of planning and programming. The objectives of this effort 
which have been to integrate planning, programming and financial management, 
represented the first step towards establishing a formalized and coordinated 
DOD Programming System. The broad outline of the DOD Programming system, as 
well as many of the details developed during 19^1, was placed in effect 
beginning with the FI 19^3 budget submitted to Congress in January I962. 

1.3 Five Year Defense Program (PYDP ) 

‘The Department of Defense programming document developed from the 
programming system is the Five Year Defense Program. Tne FYDP establishes 
for the Military Departments and DOD Agencies the approved force structui'e 
and financial levels for each program year. Tiiis document is continuously 
effective until modified by approved changes. Also, unless a program 
appears in the FYDP, it has no official standing in the program/hudget cycle. 

The Department of Defense FYDP is compiled from programming 
information in the FYDP of each of the militai-y sei'vices and DOD agencies. 

The Department of the Navy portion of the lYDP is the official Navy px*o- 
gramming document in x.iiich approved Navy and Marine forces, resoui’cos, and 
funding levels are published. Supx^orting the Department of the Navy F/DP 
is the Navy Cost Inforjuation System (lICIS) v.'liich provides mi automated data 
banic containing detailed cost and program Information. 



A list of publications and instructions which describe and implement 
the DOD programming system in the Navy Department is contained in Annex A. 

For example, the detailed instructions explaining the procedures and documents 
used to administer the Navy portion of the DOD programming system are con- 
tained in the Navy Programming Manual, OPNAV 90 P-I. 

1.4 Navy Cost Information System (NCIS ) 

The NCIS has been developed to meet the programming report requirements 
of the Navy Department portion of the Five Year Defense Program, and to 
provide a uniform reporting structure to be used within the Navy Dex>artment 
for planning, programming, budgeting and appraisal. 

1.4.1 Purpose 



To meet these report requirements of the Navy Department and OSD, the 
NCIS was set up to help Navy management attain the following programming 
objectives : 



a. Permit planning oriented around program and major mission as veil 
as by appropriation. 

b. Relate resources to military outputs. 

c. Coordinate long range planning vrith the annual budget process. 

d. Permit continuous appraisal of programs. 

e. Help identify and avoid duplication of effort in the various DOD 
programs . 

f. Permit progress reporting of approved programs. 

g. Miake cost effectiveness studies of alternative forces and systems. 

h. Permit integration with othei* DOD infonnation systems. 



1.4.2 Data Bank 



The program/budget records generated as part of the progranming system 
are stored in the NCIS data banl:. The data bank component of the NCIS is 
designed to provide the mechanism to: 

a. Identify resources and their related costs. 

b. Record and identify changes and propo..ed changes to programming data. 

c. Prortde a data base from which programming changes are made. 

d. Provide an historical record of resources and costs. 

e. Provide needed data in a minimum of time. 

f. Provide a variety of reports. 
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l.^t .3 Capability 



The Navy Cost Infonuation System, using high speed, computers 
to process data stored in its data bank, provides Navy ‘"lanagement with the 
capability to rapidly; 

a. Relate program decisions to the budget structure. 

b. Update program costs and budget estimates. 

c. Estimate future budget requirements. 

d. Produce cost effectiveness studies. 

e. Relate , programs to resources. 

f . Identify costs of specified forces . 

g. Identify resources in terms of ships, aircraft units, real 
property, facilities, special projects, weapons systems, and civilian and 
military manpower. 

h. Produce a variety of program/budget reports. 

i. Interface with other management information systems. 

1 .^ Long Range Objectives 



The long range goal of the KCIS is to attain a fully automated 
program/budget data system for the Na\'y Department to satisfy the objectives 
of the Resource Management Systems described in DOD Instruction 7000.I of 
August 22 , 1966. During the budget ph3,se of the programming cycle, for 
example, the information stored in the ds.ta bank \fould be translated into th 
appropriation stimcture to become the Navy portion of the Defense Budget. 

The NCIS has the capacity to satisfy the report requirements of a 
comprehensive resources r.ianageinent system for the Navy Department, Howev'er, 
procedures for introducing these new requirements are not now in the systcm- 
In addition, the following new data items are also planned to be included: 

1 . Proposed plans (including ruiobligated balances, assets, reim- 
bursements) . 



2 . Obligations. 

3. Expenditures 

h. New obligational authority (HOA). 
5. Expenses 
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CHAPTER 2 



CONTENTS OF ITfE SYSTEM 



2.1 Introduction 



The Navy Cost Infonnation System (KCIS) is an ordered discipline 
whereby data are organized to produce designed relationships of Navy's 
resources. Designed into the NCIS is the capability to produce detailed 
relationships of resoui'ces and funds to programs. These data on resouTces, 
costs, and programs are stored in the NCIS data bank and related to forces 
and missions in the Five Year Defense Program. The records in the NCIS data 
bank are also related by a Unit Identifier Code (UIC) to the Navy accounting 
system. Use of this UIC from the accounting system gives the NCIS the ability 
to capture the program/budget data required by the Navy ajid DOD Progi'ammlng 
System. Additions and deletions to the records in the data bank are rigidly 
controlled. Changes to these record.s are made only when generated from 
programming documents or actions authorized as part of the Navy Department 
and DOD procedure for updating the FYDP. 

Tne programming data contained in the records in the NCIS data bank 
are generally defined and illustrated in this chapter. T/is procedures for 
maintaining continuous control of the prograriming information described in 
this chapter are explained in chapter 3* The procedures for updating these 
data i^ecoixls to reflect progi’amming decisions are discussed in detail in 
chapter ij. 

2.2 Data Records 

In general, the records in the NCIS contain, information about use 
end funding of specific ^'es^urces and were generated as a result of 
programming decisions . These data recci’ds identify the following programming 
information: 

a. The Resource involved in the programming decision 

b. The DOD Program to v;hich the resource is applied. 

c. The Appropriation which is the source of the fmds and the Fiscal 

Years for which funding occured. 

d. The Cost Category of the appropriation. 

e. The Amount of the fluids programmed and the number of items involved. 

f . The Authorization Document upon which the programming data 

contained in the data record is based. 

g. T)ie Unit Identification Code of the activity involved, as 

assigned by the C ommand, Bureau, o r 
Office responsible for the resource. 



These tenris as they are used in the prograin/budget system and the 
NCIS are discussed in the following paragraphs. 



20 1 




’W- 




,3 Resource 



The resources identified in the KCIS are broadly defined as those items 
r services vhich are purchased, maintained, or operated; and they are class- 
”ied into four major categories - Material - RDT&E - Military Construction - 
irsonnel. Whenever possible, these resources are measiured in financial and 
5n-f inane ial terms. 

a. Material Resoxirce 



quipment . 



A material resource is either a weapons system or an item of 



(1) Weapons System - A weapon system is a type or class of 

bip, a series or model of aircraft, and selected Independent missile system, 

ome of the ship types identified in the KCIS are listed in Annex B. For 

xample; DD, DDG, DLG. Some of the aircraft type?;, models, and series identified 
n the KCIS are illustz'ated in Annex C. For example VA, YF, A-7A, P-4B. 

(2) I tem of ecuipment - An item of equipment is any system, 

iece of hardv.^re, or item of supply which is not classified as a complete 

eapons systeja. The item may or may not be a component of a ship, aircraft 

r missile system. An example of an item of equipment identified in the NCIS 
s the ASW Sonar system AI'l/SQS -23* 

b. Research D-svelopment Test & Evaluation ResoiJtrce 



A RDTiE resoxirce is defined as an installation, laboratory, 
esearch project, or test site, engaged in research. 

c. Construction resource 



A construction resource is a construction project financed wi.th 
lilitary construction funds. 

d. Personnel resource 

Personnel resources are broadly classified into military or 
civilian manpower. 

g.U Program 

A DOD program is defined os on integrated activity, a combination of 
nen, equipment and facilities vhich together make up an identifiable militai'y 
force or mission. The DOD Five Year Defense Progi'am identifies ninefmajof ^ 
programs. These major profuramo are made up of approximately 1100 program 
elements vhich are detailed identifications of men, materials, and 
money in the prograrAming system. The forces, resources, and funds reported 
in the Kavy portion of the F/DP are applied to approxijiiately 600 program 
elements. Figure 2-1 is a summary of the program elements in the DOD 
progranming system which apply to the Navy and Marine Corps. Programraing 
decisions related to these programs are the responsibility of designated 
program sponsors. The assignmenr of program sponsors, by program, for the 
Navy portion of the FYDP is summarized in Figure 2-2. 
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A ccraiplete list of program elements contained in the Navy Department 
Five Year Defense Program is contained in Annex D. For example, the DOD 
programming system identifies Destroyers which ore part of Crxiiser-Destroyer 
Forces in Program Element 2.34.01. 02.2. 

2.^ Appropriation 

Appropriation data in support of the ITOFYDP are recorded in the NCIS 
in detail hy Fiscal Year. The appropriations, for personnel, procurement, 
operations and maintenance, research and development, construction, and 
special purpose funds are identified to the detail level of the budget 
structure . 



For example; Other Procui^ment, Navy Coiaraunications and Electronics 
‘Equlimjent, Aritiv-Subaiarins Vfcrfare, ASV Equipment. .These appropriation data 
are related in the NCIS data bank to the appropriate cost category class- 
ification in the DOD programming system. 

2.6 Cost Category 

The costs of the material, RDT&E, construction and personnel resources 
reported in the NCIS are grouped in the following categories: Research and 

Development - Investment - Operating. These cost categories are briefly 
defined sis follows: 



a. Research and Development 



Research and development costs ui'e those priBiarily associate 
with R&D efforts to develop new or improved capabilities to the point of 
operational use. 



A 



b. Investment 



Investment costs are those required beyond the development 
stage to introduce a nev; capability into operational use; to procure initial, 
additional, or replacement equipment for the operational forces; and to 
pro\'lde for modifications to existing capabilities. 

c. Operating 

Operating costs arc those necessary to operate and maintain a 
new capability or improved capability throughout its projected life. 

The appropriation date recorded in the ITCIS are required to be related 
to these cost categories. Figure 2-3 is a summary of the appropriations and 
major activities identified in the NCIS related to cost 
categories. Also shown in Figure 2-3 are the Systcrris Commands, Bureaus, 
and 0X‘f ices inputting these appropriation data into the data bank. 

In addition to identifying the general cost categories of R2:D, 
Investment, and Operating, the NCIS aLso contains sub-categories of these 
cost classifications which are more detailed identifications of the purpose 
for vmich the funds are used. For e>aimple, the cost of the purchase of a 
AK/SQS-23 Sonar with funds would be recorded as a procurement of this 

item ns an investment. These sub-categories ai'e described in more detail 
in Chapter 3* 
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2.7 Amount (TOA) 



The cost figures shown in the NCIS are the "Total Obligation 
Authority "required for each program. TOA is defined as the total amount for 
prcgraimning in a given year. TOA includes new obligational authority, 
unprogrammed or reprogrammed obligational authority from prior years, 
reimbursements nor used for replacement of inventory in kind, and advanced 
funding for programs -bo b a financed in the future. Except for cost estimates 
of ship construction, the dollar figures shown in the NCIS are current prices. 
Contingency factors such as inflation are not considered. 

2.8 Authorization Document 

- The ■documents and .programming .actions -which authorize the generation 
or change in the NCIS records are specifically defined in the programming 
system. For example, it may be a Program Change Decision (PCD) described on 
SD Form ^’88 or reprogramming Action contained on DD Form l4l5. The types of 
documents and actions which permit the generation and change of data records 
are listed in Chapter k. The procedures related to the preparation and 
use of these authorizating documents are described in detail in the Navy 
Progi’amming l^nual. 

2.9 Unit Identifier Code (UIC ) 

Each na\ral acti\d.ty such as a commend, ship, station, unit, aircraft 
squadron special project, or specialized function as part of the accounting 
cyctem is assigned an accounting code by the Comptroller of the for 

accumulations of costs for the accounting of funds. The KCIS ties into 
this code to identify the paval activity responsible for the resources 
identified in the data bank records. For example, the DD 676 , U3S Marshall 
(Weapon System )is specifically identified in the accounting system and in the 
NCIS. In this way programming decisions can be related to organizational 
units and to Systems Commarid, Bureaus, and Offices responsible for 
administering funds effecting these units. For ej^mple, the record of a 
purchase of an AN/S<^ Sonar from OP,N funds, adjainistered by the NAVSHIPSySCai, 
can be identified in the NCIS to the ship designated to receive this item 
of equipment. UIC*s are also tied to program elements, as discussed below and 

in Chapter 3- 

Figirre 2~h is an illustration of a record generated by_a llrogram Change 
Decision that would be a data inpart to the NCIS by the Naval Snip Systems 
Command. 

2.10 Data Bank 

The programming data on individual input records, generated by each 
inputting office^ related' to the forces and programs in the Five Year Defense 
ProgL'am are controlled by NAVCOMPT in tiro NCIS. For exaaaple, 
the DD 676 , U3S Marshall, is assigned to the Cruiser-Destroyer Forces 
are part of Program II General PmTOse Forces, and reported in PE 2.^4.01.04. p 
for Destroyers in the FYDP. The DD 676 is also identified by its own Unit 
Identifier Code in an input record. These tiro facts are related to each 
other in the NCIS dictionary component of the data bonk. 
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4»3 Organizations Responsible for Program Data 'Input Into the NCIS 



While inputting offices prepare detail cost records^ other management 
echelons must review and validate these program data inputs for reporting in 
the NCIS/FYDP. NAVCCS-IPT and J^PIC^ in general, have the control responsibility 
for all program data appearing in the NCIS/FYDP and coordinate their efforts 
in resolving any differences in program data classifications. The review 
responsibility of program sponsors is, in general, to assure that program 
decisions received in the Department of the Navy are correctly interpreted 
and applied to the program data classifications in the NCIS, 

The responsibilities of the organizations involved in assuring the 
accixracy of selected program data appeax’ing in the NCIS reports are summarized 
below. The program data classifications summarized below are grouped to 
highlight those data entries contained on an input record and those program 
data classifications contained in the NCIS dictionax'ies. 



a . Entries on 


an Input Data Record 






Program Data 


Input 


Control 


Revievr 


Classification 


Responsibility 


Responsibility 


Responsibility 


UIC 


CiTid. ,Bxir . ,0fc., MC 


NAVCa-IPT/NDPIC 


Program Sponsor 


Cost Category 


Cmd.,BiU'.,0fc., MC 


navc»ipt/ndpic 




Resource Category 


Cffid.,Bxir.,0fc., MC 


navcompt/ndpic 


Program Sponsor 


Appropriation 


Cmd. ,Bur . ,0fc. , MC 


NAVCOI-IPT 


Appr opriat i on 








Sponsor 


Weapons System 


Cmd.,Bur.,0fc., MC 


NAVCaUIP/NDPIC 


Program Sponsor 


Change ID 


Cmd., Bur., Of c., MC 


NAVCCMPT/NDPIC 




No. of Items 


Cmd.,Bur.,0fc., MC 


NAVCOMPT/NDPIC 




Amoxmt (thousands) 


Cmd.,Bur .,0fc. , MC 


navcompt/ndpic 




b. Entries Related to an Input Data Record in NCIS Dictionaries 


Program Element 


Cmd . , Bur . , Of c . , MC ' 


navcompt/i®pic 


Programi Sponsor 


UDC for UIC 


Cmd., Bur., Of c., MC 


NAVCCMPT/NDPIC 


Pi'ogram Sponsor 


Class Code for RCC/WSC 


Cmd.,Bur.,0fc., MC 


navccxipt/ndpic 


Program Sponsor 


Field ID 


NAVCCMPT 


NAVCOMPT 





The purpose of each class!! nation of program data in the da.ta 
records and in the NCIS dictionaries is summarized in the ' following paragraph. 
The coding of these program data for the sojuple input record, illustrated in 
Figure 2-^1-, is summfirizcd in paragraph The program classifications in 

the following two jiaragraphs are xlso grouped to shov/ those contained on an 
inp>ut record iuid those contained in the NCIS dictionaries. 
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..k Sumnary of NCIS Classifications and Code Structure 



a. Entries on an Input Data Record 



’rogram Data 
Jlassiflcatlon 


Program Data 
Identified 


Code 

Stnicture 


Record 

Column 


JIG 


Identifies-organizntion to 
which resource is assigned 


8 digits 


1-8 


;ost Category 


Identif ies”COst category of 
the resource 


3 digits 


15-17 


Record ID 


Identif ieS“input as data or 
control record. 


1 digit 


22 


?esoiirce Category 


Identif ies- type of resource. 


8 digits 


23-30 


Appropriation 


Identif ies-source of funds. 


8 digits 


3^-41 


f^eapons Systea 


Identifies - type of ship, air- 
craft, missile system 


8 digits 


43-50 


Bureau ID 


Identifies -organization inputting 
the record. 


2 digits 


51-52 


Change ID 


Identifies -authority for the 
record. 


8 digits 


54-61 


Fiscal Year 


Identifies-fiscal year for which 
the recoixL applies. 


2 digits 


6^1-65 


No. of Items 


Identifies -quantity involved. 


7 digits 


66-72 


Amount (thousands ) 


Identifies -amount of fimds i 

programcned. 


8 digits 


73-80 


h. Entries related to eai Input Data Record in NCIS DietioroxiGs 


Program Element 


Ident5f ies-DOD program element in 
NT)/FfDP. 


8 digits 




UDC for UIC 


Identifies-Unit Descriptor Code 


6 digits 




Class Code for 
RCC/WSC 


Identif ies-Class . Code of the 
resource. 


2 digits 


— 


Field ID 


Identifies item for the DOD/FYDP. 


digits 
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4.^ Example of Data Input Recoi-xa. 



The following sample transaction lllvsstrates the programming infor- 
mation recoi*ded on an input record ^rd or magnetic tape )for entry into the 
KCIS data bank in support of the program/budget system. The entries related 
to this record are illustrated below the desci'iption of the sample transaction. 

a. Sample Input Record 

Pxrrchase of ASW Sonar System for $l60, 000 for retrofit to DD676, 
with funds from Other Procurement, Kavy for FY I967 by the Naval Ships 
System Command. DD676 is on active status, in FY 1967> part of the Cruiser- 
Destroyer Forces. See Figure 2-4. 



b. Entries r;iade on samp3.o input data record 



Program Data 
Classufi-oation 


Information Recorded 


Codes 


Source 


UIC 


DD676 - USS Marshall 


EO4276OO 


• Dictionary 90 


Cost Category 


Invest; Procurement 


2BB 


Dictionary 40 


Record ID 


FYDP Data 


1 


KCIS Manual 


Resource Category 


AI?/SQS“23 Sonar 


04012140 


Dictionary 30 


Appropriat i on 


OPN^ CEE^ ASW_, ASW Equipment 


43020104 


Dictionary 67 


Weapons System 


DD Type 


00030100 


Dictionary 30 


Bureau ID 


MVSHIPSYSCai 


24 


RCIS Manual 


Change ID 


Program Change Decision (PCD' 


OION7294 


Dictionary 10 


Fiscal Year 


1967 


67 


KCIS Manual 


No. of Items 


• 1 


0000001 


PCD 


Amount (thousands) 


$160 thousand 


00000160 


PCD 



c. Elntries Related to sample input aata i-ecord in NCIS Dictionaries 



Program Element 


Destroyers 


2.34.01.04.2 


Dictionary 20 


UDC for UIC 


DD Type 


030100 


Dictionary 9^ 


Class Code , 

for RCC/WSC 


ASM Electronics 


H5 


Dictionary 3^ 


Field ID 


DD (Active ) 


0105 


Dictionai'y 3^ 
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COST/OUTPUT DATA FOR BETTER MANAGE^^ENT 
by Ivon W, Ulrey 



Historically the objective of government accounting has 
been to provide record systems that v;ould prevent resource 
users from spending in excess of their budgetary authoriza- 
tions, This function of government accounting will always 
remain necessary, but more recently another function has 
been added — that of providing managers with quantitative 
data in a form v;hich will help them be better managers. 

With every goverrmiental agency facing tight budget lim- 
itations and conflicting priorities in the use of scarce re- 
sources, management decisions at all levels are becoming in- 
creasingly important. And the numbers collected, through 
accounting systems — if they are the right numbers — can be- 
come an indispensable tool for improving these decisions. 

With the introduction of accrual accoxmting the GAO 
Accounting Procedures Manual recognized this additional role 
stressing that accounting systems should provide ’’cost in- 
formation” needed ( 1 ) for "achieving maximum efficiency and 
economy;” ( 2 ) for ’’making meaningful comparisons of perform- 
ance;” ( 3 ) for "planning;” and (4) for the "general exercise 
of management control.” 

The improvement of cost data v;as a logical starting 
point since accounting information could not be of much use 

Permission to reprint granted by the author. 



for inonr<r<^nent until managers were able to relate each ex- 
penditure to the specific tine period when resources were 
used and to the specific program in which they were consumed. 
But this introduction of accrual accounting alone is not 
enough. Cost data by themselves cannot provide a manager 
with a basis for achieving maximum efficiency and economy, 
or for making meaningful comparisons, or for planning unless 
he also knows what was accomplished as a result of each such 
expenditure. 

Figures on resources used must be matched with figures 
on what was accomplished (output). Other’/.^ise operating man- 
agers and their superiors up the line — do not have a basis 

for evaluating ho’.v v;ell resources have been used in the past. 
They do rxot have a basis for making decisions to improve fu- 
ture performance; nor can they compare two or more facilities 
to evaluate the relative performance of particular managers 
or to determine the best size for operating a particular type 
Q-p ppogram—— whether it be food service centers, engine r^vork 
facilities, hospitals, postal stations, a recreation center 
or any other activity engaged in turning out goods or ser- 
vices. They do not even have a basis for budgeting; they 
cannot tell how many resources must be allocated next year 
to accom.plish the same things, or more, or less than this 

year. 

Such decisions are an essential part of management both 
in private industry and in govermnent. But is is harder for 
government rcsoxxrcc managers to obtain the quantitative 
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infornation needed in making these decisions than it is for 
their opposite numbers in the private sectors of the econo- 
ny. In the private sector the market itself provides a di- 
rect measure of accomplishment. Operations of a factory or 
a repair shop or a store all result in sales and in associa- 
ted revenues* The number of sales made might be referred to 
as output and the revenue might be used as a measure of val- 
ue received by the customer. The very fact that the customer 
chose to order and pay for the service is evidence tending 
to validate its price. If, at the end of some time perioo's^ 
revenues collected by the activity exceed costs, equal or 
fall short of meeting them, this provides a basis for judg- 
ing how well resources have been used by the resource mana- 
ger. 

Profit, of course, is a very imperfect and incomplete 
measure of performance. Decisions made to maximize immedi- 
ate profit may lead to a worsening of our environment and 
may ultimately create conditions that make business opera- 
tions themselves difficult or impossible. But a dollar fig- 
ure for profit or loss does provide a starting point for 
measuring accomplishment even if it must be modified in 
various ways, Govemm.ental i^anagers have no comparable 
guide. Sales, revenues and profits, norover, translate 
physical units of output into dollar terns w}:ich can be com- 
pared directly v/ith cost data and with the output cf other 
quite different business activities. 

Managers of government programs whose goods and services 
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do not directly Reet the market test must look to record 



systems to provide them with information comparable to that 
generated in the private sector through the very process of 
doing business in the market. If they are to be useful and 
reliable management tools, such systems must make it possi- 
ble to match cost with output for the same program over the 
same period of time and for a range of outputs. 

The first and most important point to note here is that 
this requires tv;o measures — one of cost and one of output — 
and that these measures must be independent of each ether. 
Suppose that, in default of an independent output measure, 
we accept the value of resources consumed in carrying out a 
program as a proxy for measuring that program's output. If 
we do this, we are assuming that changes in expenditure v/ill 
be accomplished automatically by exactly proportionate 
changes in output: we could double our accomplishment by 
doubling the budget, and conversely a twenty per cent slash 
in the budget would inevitably cut output by the same per- 
centage. V/e all know that this may or may not be true in 
any given instance. Changes in expenditures do not tell 
vfhether output has changed — and certainly not hov: much it 
has changed. 

Even the so-called "intermediate measures" of output 
leave us in this same trap. Measuring the "manhours" or 
"mandays" consumed in a particular program is just another 
way of counting inputs and calling them outputs. In seme 
respects it may be even more misleading than counting dollar 
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expenditures sioce decisions in which cost and output data 
are used often include questions about the best way of com- 
bining the factors of production. For instance, an office 
manager may want to kncv; v/hether he should handle a growing 
workload by hiring more people or by acquiring more highly 
automated equipment, or by some combination of the two which 
is even more likely, A measure of manhours expended would 
show his output increasing only with additions to the v;ork 
force. 

This example illustrates the importance of providing 
those who make management decisions with measures v;hich are 
useful for their particular needs — not just any output meas- 
ure but a measure which will be useful for the particular 
type of analysis to vjhich it will be put. Managers of spe- 
cific programs must be supplied not just with any output 
numbers, but with numbers v;hich — though they v/ill not be 
pcrfect--are good enough for their particular use. If they 
are good enough for some types of analysis, but not for 
others, this fact also must be known. 

This is a large order, but output statistics will be of 
little value until they are used for economic analysis. 

Those of us v;ho are concerned with providing statistics 
through accounting systems can better understand v;hat is re- 
quired if v/e reflect about those uses. 

There are many analytic techniques that are helpful in 
solving different types of management problems, but they all 
require that the analyst be able to measure auantitatively 
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what was accomplished over a specific period, of time and to 
natch this output with resources consumed. Such a relation- 
ship can be shown graphically by drav/ing a grid and matching 
physical units of output on the vertical axis with the re- 
sources consumed in their production— measured as dollar 
costs along the horizontal axis (Figure 1). 



FIGURE 1 




This graph can be dravm only if the outputs really are 
ipl^ the outputs and only the outputs that resulted from using 
those resources over that period of time. Conversely, the 
dollar figures plotted on the horizontal axis must include 
all the relevant costs and only the relevant costs. If v;e 
can provide the manager of a particular program — say a re- 
pair shop — with numbers that meet these conditions, he v;ill 
know — on the basis of experience — v;hat costs have been assoc- 
iated v;ith his current level of operations and he will be 
able to plot a point (X) on the graph v;hich shows the ex- 
penditures he can expect that sane v;orklor.d to entail over 
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a conparable future period (provided of course that input 
prices--and technology — remain the ssme). After the time 
period has passed, he will be able to tell hovr closely his 
actual costs and output matched these expectations. 

This single point, in itself, is valuable to the mana- 
ger, But when cost and output figures have been collected 
for^his , program over a more extended time period, the new 
data v;ill open the way to a much higher level of analysis. 

As the vrorkload fluctuates at his or other comparable facil- 
ities, figures v/ill become available on the costs associated 
v^ith several different output levels. Then the manager v;ill 
be able to identify the impact on costs of cha nges in output 
around his actual operating level, or conversely to antici- 
pate accurately v/hat impact changes In his budget can he ex- 
pected to have on his future output. 

This sort of analysis requires several pairs of numbers 
shewing vrhat costs would be associated with several alterna- 
tive output levels (Figure 2), Each additional point can be 
plotted on the graph. And when there are enough, these can 
be joined to make a curve. 

From that curve, the manager v;hose activity is already 
operating at some specified level can estimate how much it 
v;ould cost to raise his output by a specified amount or, al- 
ternatively, v;hat additional output could be gained from a 
specified additional expenditure. 

Suppose the manager of the hypothatical repair facility 
confronts the situation slK.n^m on Figure 2, If the facility's 
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current output is 2000 units per month, a 50 per cent in- 
crease in expenditures (from 20 to 30 on the horizontal 
grid) would double his output. But the next increase 
plotted on the graph (from 4000 units to 5000) would hike 



FIGURE 2 




costs by tv;o-thirds and achieve only a 25 per cent increase 
in output. Additional increases v/ould become even more ex- 
pensive as the repair shop’s facilities were pressed beyond 
their normal capacity. If the manager's options include the 
possibility of expanding the facility, a modification of this 
analytic technique can be useful in deciding how much expan- 
sion — if any — is warranted. 

But the manager, in considering his future operating 
level, cannot read his decision directly off this or any 
other graph. Future production may depend on many factors 
in addition to cost — on how rapidly repairs must be made, on 
the availability of alternative facilities and on other 
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considerations. But the manager is seriously handicapped 
in his planning if he cannot make use of msrpinal analysis. 

Economists do not call this sort of analysis "marginal" 
"because it is barely worth doing but because it is concerned 
V7ith incremental changes — changes up or do^m from an exist- 
ing level of production or expenditure. Most management de- 
cisions concerning alternative ways of using resources in- 
volve such changes from existing levels, and this is the 
sense in which they are referred to as marginal decisions. 

The importance of marginal analysis for management con- 
trol and planning is obvious. If output data cannot be 
quantified, the planning effort becomes one simply of de- 
fining a ;)ob in non-quant itative terms and then seeking the 
low-cost alternative for doing it. In terms of the earlier 
graph, the horizontal axis (Costs) can be graduated, but the 
vertical axis (Output) cannot. The analyst can draw an 
horizontal line somev;here from the vertical axis at a level 
arbitrarily chosen to represent the job to be done (Figure 
3) , but his ability to utilize the pov^erful tool of marginal 
analysis is lost. All he can do is seek the least expensive 
v;ay of accomplishing the specific job he has described. In 
Figure 3> would simply choose alternative A since it is 
the lov7-cost alternative. 

There are other analytic techniques for solving various 
management problems v/hich also depend on the analyst being 
able to identify relationships betv/een output and cost over 
at least some relevant range of production. For instance, 
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mantigers faced with decisions about building nevr facilities 
or modifying, consolidating or decentralizing existing ones 
need to know the best size for facilities operating in their 
particular location. They can identify this "optimum*' size 
by taking cost/output numbers for each of a number of facil- 
ities which cover a range of sizes but are otherwise compar- 
able and plotting these points on the same sort of grid as 
sho\m in Figure 2. V/hen this is done, a relationship be- 
tween operating size and costs can be determined statistical- 
ly through regression analysis. Managers can then identify 
the particular size of facility which results in the lowest 
cost per unit of output. 



FIGURE 3 




Another use lies in the important area of performance 
evaluation. If an historical relationship between facility 
size and operating cost has been established for a particular 
type of activity — say, the operation of cafeterias or other 
food scrvices--it becomes possible to compare the performance 
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of various facilities providing that service even though 
their scales of operation differ widely. 

An equation can be calculated and a regression line dravm 
on a graph shov;ing the cost levels vrhich night be expected 
for different cafeterias solely on the basis of their size, 
Renenber, of course, that these "expectations’* will sinply 
reflect average experience in the recent past. Cost/output' 
points for each of the food service centers being compared 
can then be plotted on the sane graph, and if the "point" 
for a particular cafeteria lies on or near the regression 
line, its perfomance about matches the average. Points 
further from the line identify facilities where costs differ 
from the average for reasons other than size. 

Once again it should be noted that this analytic tech- 
nique does not itself evaluate the performance of the indiv- 
idual facilities being compared. It merely serves to call 
attention to those vrhere costs are "out of line" — either 
above or below what might be expected— and alerts a respon- • 
sible manager to investigate the circumstances of each. He 
may find that the high-cost facility faced a difficult spec- 
ial situation or that it v/as inefficiently run. In the same 
way, he may find that the lov7-cost operation has simply been 
enjoying special advantages of some sort. On the other hand, 
the local manageraent may have developed nev7 or better opera- 
ting techniques — nay perhaps have achieved a technological 
breakthrough that can be applied at other installations and 
result in lowering the cost of meal service throughout the 

I \ 
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activity* 

Management decisions will always depend in the final 
analysis upon the exercise of judgment. But Judgment is . 
formed on the basis of available information, and analytic 
techniques like those descussed here are powerful tools for 
organizing data in meaningful ways. Until our accoTinting 
systems supply the quantitative data needed for applying 
these techniques, managers of government activities will be 
handicapped in carrying out their function compared v/ith 
managers in the private sector of the economy* Accountants 
today are being challenged to develop the better information 
systems managers need in order to do a better Job* 
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MISSION, FUNCTION, AND ORGANIZATION 



DEPARTMENTAL ORGANIZATION AND FUNCTION 

The Auditor General . The Auditor General is responsible for 
the implementation of audit policies established by the Comptroller 
of the Navy; for serving as Staff Assistant to the Deputy Comptrol- 
ler of the Navy; for advising the Assistant Secretary of the Navy 
(Financial Management) on audit matters; and serves as Director, 
Naval Audit Service. 

The Deputy Auditor General . The Deputy Auditor General exe- 
cutes all duties and responsibilities assigned by the Auditor 
General; acts as Auditor General (Director, Naval Audit Service) 
in his absence; and serves as Deputy Director, Naval Audit Service. 



NAVAL AUDIT SERVICE MISSION, FUNCTION, AND ORGANIZATION 

Mission . 

a. NAVAL AUDIT SERVICE. It is the mission of the Naval Audit 
Service to administer and perform internal auditing throughout the 
Department of the Navy, by providing an independent, objective re- 
view and evaluation of the efficiency and effectiveness with which 
resources are being utilized. 

b. NAVio.' AUDIT s'eRVICE REGIONAL OFFICES. Under the command and 
support of the Director, Naval Audit Service, to be responsible for 
the administration of Navy and Marine Corps auditing conducted 
throughout its assigned geographic area of cognizance. ' 

Function . The purpose of internal auditing is to provide those 
responsible for management at all levels with an independent, objec- 
tive, and constructive evaluation of the effectiveness and effi- 
ciency with which managerial responsibilities (including financial, 
operational, and support activities) are being carried out. All or- 
ganizational components and levels of operations are subject to in- 
dependent and comprehensive audit review and appraisal. Internal 
audit activities include examining and appraising policies, systems, 
procedures, records, and reports relating to programming, budgeting, 
accounting, procurement, supply, financial, or business transactions 
of all levels, and other operations having an impact on the expen- 
diture of funds, utilization of resources, or effective accomplish- 
ment of management objectives. Audit activities will be directed 
toward determining that management controls at all levels are ade- 
quate in concept and effective in application. 
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Organization . The Naval Audit Service is composed of a Head- 
quarters and five Regional Offices. The geographic apportionment 
of responsibility among the Regional Offices is shown by the accom- 
panying map. As a result of the Shore Establishment Realignment 
Program, NAVAREAUDSVC Boston is being consolidated with NAVAUDSVC 
NE. The key elements and personnel of the organization are as 
follows: 

Naval Audit Service Headquarters 



AUDGENAV and DIRNAVAUDSVC 
Deputy 



RAm J. E. Forrest, SC, USN 
CAPT Robert W. Thompson, SC, USN 



Naval Area Audit Service Boston (Being disestablished. February 1974) 



Director 
Deputy Director 



CAPT J, D. Kohl, SC, USN 
Naval Audit Service Northeast Region 



Director 
Deputy Director 



CAPT W. T. Walker, SC, USN 
Mr. A. J. Paquin (GS-15) 



Naval Audit Service Capital Region 



Director 
Deputy Director 



CAPT E. S. York, SC, USN 
Mr. K. B. Hancock (GS-15) 



Naval Audit Service Southeast Region 



Director 
Deputy Director 



CAPT J. A. Smith, SC, USN 
Mr. C. Mehallc (GS-15) 



Naval Audit Service Northwest Region 



Director 
Deputy Director 



CAPT R. E. Hurley, SC, USN 
Mr. R. E. Furstenthal (GS-15) 



Naval Audit Service Southwest Region 



Director 


CAPT 


J. H. Sherman, Jr. , 


SC, USN 


Deputy Director 


Mr. 


R. I. Reed 


, (GS-15) 




Staffing (June 1973). 


Executive 


Admin & 
Support 


Auditors 


Total 


Civilian 


30 


64 


383 


477 


Military 


LB 


__0 


23 


41 


TOTAL 


A8 


64 


406 


518 
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MANAGEMENT APPROACH TO AUDITING 

Internal auditing in the Department of the Navy is a staff 
function independent of line operations. It is a management tool; 
one of the controls available to management to use in accomplish- 
ing their objectives. Department of Defense audit policies pre- 
scribe a broad management approach to internal auditing. These 
policies stress the responsibilities of audit staffs to provide 
service to all levels of management, with the essential requirement 
that audit evaluations be objective, constructive, and independent 
of any influence other than facte bearing on the situation under 
review. The Secretaries of Defense and Navy have emphasized the 
value of audit in helping management identify deficiencies or un- 
desirable conditions in order to initiate, plan, and take correc- 
tive actions required. Improved management and correction of 
known deficiencies serv^c the two-fold purpose of improving effi- 
ciency and helping to avoid Congressional or other criticism. 

Audit concentrates on the functions most directly involved in 
accomplishing an activity's mission; the extent to which other 
functions are examined will depend substantially on their support 
of mission performance. 



TYPES OF AUDIT COVEPJ^GE 

The Naval Audit Service workload is classified into several 
categories of audit coverage. Each of these general categories 
are defined as follows: 

^ Mission Audits : 

a. Periodic Audit . These audits provide for comprehensive 
audit coverage of organizational entities on a cyclical basis 
(generally one to five years) . 

b. Continuous Audit . On-site resident auditors at about 
35 large organizations audit major functions on a cyclical basis. 
Over a period of time comprehensive coverage is provided. 

Coordinated Audits : 

Service-wide Audit . These major coordinated audits pro- 
vide for a Department of the Navy review of a specific problem, pro- 
gram, or subject. 

b. Regional Audit . Through this technique, a specific 
problem, program, or subject is given a broad review. Regional 
audits are oimilar to sorvice-v/ide audits, except that the scope 
of coverage is limited geographically. 
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c. POD InterscrvlcG Audit . These audits are planned and 
coordinated by the Deputy Assistant Secretary of Defense (Audit) , 
and performed on an integrated basis with other DOD audit agencies 
to provide concurrent coverage of a problem, program, or subject. 

Special Audits ; 

a. Systems Development Audit . Auditors review selected 
management information systems at various phases of the development 
process to ensure that controls and documentation are adequate 

and appropriate. 

b. Audit Emphasis Program . This program provides some 
of the benefits of a service-wide or regional audit with a mini- 
mtm of resources. A particular limited scope subject is covered 
at activities during scheduled mission audits. An Audit Emphasis 
Program report summarizes and analyzes findings applicable to the 
selected subject, 

c. Appropriation and Fund Review . These reviews are 
directed at the overall management of a particular appropriation 
or fund; particularly at the responsible office and administering 
office level. 



d. Local Command Request . Consultant or audit services 
of limited scope are provided by Naval Area Audit Services to 
local commanders under this program. 

e. Management Consulting . Services are provided in re- 
sponse to a request from management. This project may or may not 
result in issuance of a report. Generally, report distribution 
is limited to the office or command requesting the service. 

f. Special Request-Limited Distribution . Audit services 
provided in response to a particular command or office, 

g. Special Request-Normal Distribution . Audit services 
provided in response to a particular command or office. 

h. ADP Post-Installation Evaluation . A review to deter- 
mine if a particular system is meeting the objectives intended. 
Reports are developed based upon schedules provided by the Infor- 
mation Systems Division of the Office of Chief of Naval Operations. 

i. Commercial/Industrial Validation . These special re- 
views are provided in response to requests from the Chief of Nav^al 
Material. 
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AUDIT PLANNING 

Periodic and Continuous Audits 



In order to satisfy statutory and DOD-directed requirements 
for auditing Navy and Marine Corps activities on a regular basis, 
the Naval Audit Service maintains an inventory of activities. For 
each, an audit cycle of one to four years is prescribed, dependent 
upon the sire, complexity or relative importance of the activity. 
Offices and activities too large or complex to be susceptible to 
total audit at one time are audited on a continuous basis by resi- 
dent audit teams. Audit at these sites is planned along functional 
lines with the objective of providing comprehensive audit of the 
organization on a three-year cycle. 

Service-wide and Regional Audits 

Inputs are submitted to AUDGENAV by senior Naval and OSD organi- 
zations. A Naval Audit Planning Group (composed of flag officers) , 
chaired by the Deputy Comptroller, with representatives from the 
Chief of Naval Operations, Commandant of the Marine Corps, Chief of 
Naval Material, and Fleet Commanders meets each year to review pro- 
posed audit subjects. This committee recommends major audit topics 
for the forthcoming fiscal year to ASN(FM). Fiscal Year 1974 
Service-wide and PvCgional audit topics are: 

Service-wide: 

Resource Management System (RMS) Reporting Procedures 
Integrated Logistic Support Program 
Evaluation of Execution of the Rotable Pool Concept 
Utilization of Data Processing Equipment Within the 
Naval Training Command 

Management of Test and Evaluation Programs for the 
Development of Naval Air Launched Missile Systems 
Initial Provisioning of New Installed Shipboard 
Equipment 

Management of Shipboard Reparables (Hull, Mechanical, 
Electrical and Electronics) 

Regional: 

Survey of ADP Feasibility Studies for Initial Hardware 
Support of Major Management Systems 
Management of the NAVSHIPSYSCOM Planning, Engineering, 
Repair, and Alteration (PERA) Program 
Financial Management - Navy Recruiting Command 
Utilization of CHAMPUS 

Management of Automotive and Material Handling Equip- 
ment (MHE) Repair Parts 
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Technical Data Requirements in Hardware Contracts 
Establishing an ADP Service Center in the Great 
Lakes Naval Complex 



COMMUNICATING AUDIT PRODUCT TO TOP MANAGEMENT 

Digest 

Each Naval Audit Report contains a tear-out DIGEST for use by 
senior management. They give a brief summary of coverage and 
findings for each report. 



OSD "!'* Cases 

Significant findings and recommendations in certain Naval 
internal audit reports are selected by cognizant assistant Secre- 
taries of Defense for the attention of the Secretary of Defense. 
These audit reports are designated as OSD "I" Cases and require 
the Secretary of the Navy to provide a Department of the Navy 
management position on the adequacy of actions taken or planned, 
the propriety of target dates for completion of action planned, 
and the recommendations not concurred in. 

Navy "N'* Cases 

Certain significant findings and recommendations in Naval 
Audit Service reports are selected for the attention of the cog- 
nizant Assistant Secretaries, the Under Secretary, or the Secre- 
tary of the Navy. These reports are designated "N" Cases and 
require senior Navy and Marine Corps officials to provide a manage- 
ment position similar to the OSD "I" case requirement. 

Bi-Weekly Report of Audit Reports Published 

Bi-weekly letter reports are provided to the ASN(FM) which 
list individual audit reports published by the Naval Audit Service 
during each two-week period, including selected significant find- 
ings and recommendations. Copies of this report are provided to 
top-lovel managers within OPNAV, Fleet Commanders, and other major 
claimants. 



Quarterly Index of Management 
Improvement Options Identified by the Naval Audit Service 

On a continuing basis, the Naval Audit Service compiles an 
Index each quarter of all items published in audit reports. This 
publication is widely distributed to Navy and Marine Corps managers, 
and the General Accounting Office. It is a codification of audit 
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findings and pinpoints specific management improvement options iden- 
tified by audit. It has been endorsed by the Vice Chief of Naval 
Operations as a valuable management tool. 

FISCAL YEAR 1973 RESULTS 

During fiscal year 1973, the Naval Audit Service issued 212 
audit reports containing 1735 findings and 2590 recommendations. 



AUDIT MANUAL FOR MANAGEMENT 

SECNAVINST 7510.7, the Department of the Navy Audit Manual for 
Management, cites statutory authority for the audit function and 
sets forth principles, policies, and procedures for auditing in 
the Navy and Marine Corps. 
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In the Arpy and the Air Force, the Audit orfjnni nations report to the 
Cor.;,“t roller under the Chief of Staff. In the c'epartnient: of 
the Navy, the Auditor General reports to the Assistant Secretary for 
Financial Manaj^cuent v/ho is also the Coirptrollcr of the h'avy . V.'Iiile 
L'lu />eait e;. rvice v.'orks clur.ciy wiili CrXAV and HQ.'IAUCOdPS , this arran^e- 
ment, where the Audit Or};anication reports to a presidential appointee 
is a key factor in pror.iotin^ organizational indepciHicnce . 
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The WincJward Naval Station (Case A) • 

In late April 1972» CDR Josey, Comptroller at the Wind^vard Naval Station, 
reported to the Commanding Officer, Capt. Peters, that he had just had a phone 
conversation with the SERVPAC staff (Windward's type commander - CINCPAC is the 
major claimant) regarding the tentative funding and staffing availability for FY73. 
Although CINCPAC had not yet provided FY 73 tentative planning guidance to SERVPAC, 
they were aware that the Naval Stations must commence their planning and for that 
reason were providing tentative planning figures based on informal guidance they 
.had received from CINCPAC. Exhibit 1 is a summary of the New Obligational Authoring 
and staffing ceiling provided to CDR Josey. Written confirmation of this information 
was promised within two weeks. 

CDR Josey was extremely concerned as this tentative planning guidance was a 5%- 
'"across-the-board reduction of FY 72 funding and personnel strength, and represented 
a substantial reduction in what the station had requested for FY 73 when preparing 
the budget a year ago. (See Exhibit 2). Informal guidance from SERVPAC had indicated 
no major known changes in the mission workload of the station; it was certainly not 
going to be less, but they knew of no major increase. SERVPAC indicated that they- 
were aware this was an austere planning figure, but that this was a general 
situation throughout the Navy as a result of the reduced Vietnam effort and the 
current political climate. 

The Naval Station was organized along rather typical lines with the exception 
that due to the absence of a shipyard close by, the station operated a rather 
extensive Ship Repair and Maintenance Department that serviced their own station 
craft as well as, on a reimburseable basis, homeported and transient ships. 
Additionally, the station provided services to several tennant commands on a 
reimburseable basis. Enclosure 3 is a breakout of the station cost centers showing 
total personnel and funds allotted for the current Fiscal Year. Expenditure 
information as of the end of March indicates that the composite of all cost centers 

will be within and very close to the obligational authorit; fo.- FY 72. 
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"Captain," CDR Josey began, "l am concerned with the proper approach to take 
rlt our cost center managers in developing our FY 73 Operating Plan. As you well 
bc. we have continually been forced to plan and operate on a budget that is less 
.18 an optimum. The Department Heads have continually been forced to provide us 
«c their requirement yet we are being forced to provide less and less to them 
.c year in terms of personnel and financial resources without any lessening of 
«• workload, and in many cases, we have forced them to absorb additional work- 






"Yes, I understand that. Commander," replied CAPT Peters, "but this is be- 
«:g a fact of life with which we must learn to live. This is why I have been 
atnually pushing the development of standards for the various functions we per- 
.tr Unless we have a base of reference for developing our budget properly, it 
•i3t difficult for us to criticize tentative planning figures and make an 
►,e;ive judgement or whether or not the funds provided are sufficient. By the 
MOW is your task group progressing on the development of standards?" 

'Not too well, I*m afraid. Captain. As you know, LCDR Cooper has been ac- 
►e- pursuing that effort for the last six months. Good engineered standards 
sid in the Public Works area and some of the Ship Repair and Maintenance 
•cions. LCDR Cooper has been working with SR&M and supply and has come up 
•^dd.tional engineered standards. In addition, he has developed some engineered 
►Jcallowances for Medical, Dental, Fire and Security but we have made little 
Vss in the other areas. Itlis just darn difficult to establish standards in 
ow stop, the Command and Staff area. Civilian Personnel, Administration, 

•»oil and major areas of Supply, liis next major area of effort, scheduled 
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j wonunence .m 1 June is Data Processing. We feel that some realistic standards 



an be ueveloped there. We have been running into some opposition from some of the 

: I that 

jSL Qer.tx,y 'lanagers. Thev seem to have the attitude/we are trying to develpp 
omething ich will serve as a tool to crucify them later or at least reduce their 
unding lo\els." 

"I see a couple of other major problems. Captain, in trying to develop a 

udget within the con):raints of the tentative planning figures. We could reduce 

• / 

11 cost centers by a direct 5% reduction of personnel and funds ask that they 
ubmit their budgets in accordance with those constraints. But as you know some 
ost centers have certain ,or semi-^f^ed costs, well like utilities for 

.nstance, which are not going to vary just because we got a budget reduction. A 

;traight percentage cut is really not fair to these managers. A second problem 

- • ■ J 

is the reimburseables . We must provide reimburseable services within our personnel 

received a 

:eiling yet we have not /firm indication of the level of reimburseables that will 
)e provided by fleet units and tennant commands in FY 73. I would assume that 
they are undergoing some reductions in their level of funds but I have no idea how 
nuch. We have made an analysis of the support being provided this ^ear t+roi^gh 
ar.i cur prediction of $1,250,000 for labor and $500,000 for material is goin^ to 
be very close." 



Quest i .^ns for Discussio :! : 

J Doe.- this rvpres«.nt i fairlv typical situation? 

If you were CAl'f Peteta, what specific guidance would you give CDR Josee 



egardlng the preparation of the fT 73 Financial Operating Plan? What addl- 
Icnal information might be required? 

hat can be done to minimize the reimberseable problems? 

ow could the existence/non-exlstence of standards for all departments be 
mployed in approaching this situation? Do you see any problems that might 
rise under the existing level of standards development? 



TENTATIVE FY73 STAFFING AND FUNDING AVAILABILITY FOR WINDWARD NAVAL STATION 



Y 73 (Staffing) Average Paid Employment 


1004 


abor Dollars (includes fringe) 


$9,394,000 


fon-Labor Dollars (includes overtime) 


$2,600,000 


;ross Dollars 


$11,994,000 


iHticipated Reimbursements 


$1,750,000 


[ew Obligational Authority* 


$10,244,000 






^The KOA shown above is the governing financial constraint, i Funds may be alio- 
:ated between labor and non-labor dollars in the financial operating plan as 
iesiared as long as total NOA revested and the/civilian personnel on-board does 
lot exceed the above constraints. 'number of 
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CURRENT APPROVED FY 12 STAFFING AND FUNDING 
AUTHORITY. WINDWARD NAVAL STATION 



rv 72 (Staffing) Average Paid Employment 
Lab.r Dollars (includes fringe) 

N'op-Labcr Dollars (includes overtime) 
Gross Dollars 
Anticipated Reimbursements 
Obligaticnal Authority 



1057 

$9,849,000 

$2,737,000 

$12,586,000 

$1,750,000 

$10,836,000 



April 1971 Request for FY 73 Staffing and 
Funding Authority, Windward Naval Station 



FY 72 (Staffing) Average Paid Employment 
Labor Dollars (includes fringe)* 
Non-Labor Dollars (includes O/T) 

Gro'^s Dollars 

.-vnticipated Reimbursem.ents 

Nev. Obligational Authority Requested 



1125 

$10,765,000 

$3,000,000 

$13,765,000 

$ 2 , 000,000 

$11,765,000 



*includcs est;mated $25u,000 wage increase for all wage board employees 

Exhibit 2 
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PERSONNEL AND FUNDS ALLOTTED B Y COST CENTER , 
: ' .at windward naval station. FY72 



■>st Center 
-Command & Staff 


Military 

15 


Civilian 

12 


Labor $ 
100,800 


Material $ 
12,000 


Total 

112,800 


-Comptroller 


■1 


57 


478,800 


30,000 


508,800 


1 








-Civilian Personnel 


0 


19 


159,600 


8,000 


167,600 


-Administration 


7 


' 30 '■ 


252,000 


20,000 


272,000 




' a 


'32 


210,000 


50,000 


260,000 


-Data Processing 


U 


2 

(7) . 

■ 109, 

(8) ^ 








* * 

-Supply 


42 


848,400 


200,000 


1,048,400 


R-Disposal 


A 


42,000 


25,000 


67,000 


U 










l-Ship Rep& Maint 


138 


350 , 
(60)^ 
340 


2,436,000 


1,400,000 


3, 836, poo 


1- Pub lie Works 


C 


2,486,400 


882,000 


3,368.400 


J 


(44)^ 

6 








[-Operations 


68 


50,400 


40,000 


90,400 










1-Medical 




6 


50,400 


25,000 


75,400 




30 


3 


25,200 


18,000 


43,200 


C-Dental 










L-Security 


9 


40 


336,000 


12,000 


343,000 










i-Fire 

Totals 


0 


48 


403,200 


15,000 


418,200 


350^^^ 


1057^^^ 


7,879,200 


2,737,000 


10,616,200 



L^ Military allowances are not costed out under NOA ' 

n Of the 1057 civilian ceiling strength, those in parenethes (total 119) are 
supported by reir.bureables. The assumption made is that $1,750,000 antici- 
pated reimbursements for Ff 72 Includes $1,250,000 labor and $500,000 material. 
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() Labor costs are determined (for case purpose) on an average: 

9.888.400 + 1,250,000 

1057 >= $10,500 avg. cost/employee/year 

irther , the acceleration rate for fringes is assumed to be 20X, thus direct 
St of labor to cost lanters Is $10,500 x 80% - $8.4ol). The $2,100 per 
.ployee Is retrained and controlled by the controller but Included In all 
.ternal expensing and relnburseable billing (total Is 1,869,800 Ine. fringes) . 



Exhibit 3 



The Windward Naval Station (Case B) 



CDR Josey, Comptroller at the Windward Naval Station, had just returned 
to his office after a lengthy discussion with his Commanding Officer, CAPT Peters,, 
regarding the tentative budget and personnel ceilings provided to them by 
ScKVTAC. Based on this tentative planning guidance, they were facing an ap- 
parent 5% reduction from FY 72 levels in personnel and funds for FY 73. This 
represented an even greater reduction in what they had originally requested 
for FY 73 during the FY 72 budget call cycle. In addition, there had been no 
indication on SERVPAC'^ part that any reduction in theworkload or mission of 
Windward Naval Station would be made. On the contrary, they expected it to 
remain at least fit the present level. 

CDR Josey realised that it was imperative that he issue a budget call to the 

Departments as soon as possible in order to meet the deadlines imposed by SERVPAC, 

and even more important in his mind, to develop the reclama information which would 

indicate the effects of this reduction on the station's capabilities. The problem 

that had been nagging at CDR Josey ever since he had received this tentative plan- 

should 

ning guidance and had realized its impact^was how he/ go about allocating the per- 
sonnel and funds to the Departments in the budget call process. He perceived 
the following alternatives: 

1) Impose no restraints and simply ask the Departments for their FY 73 re- 
c;iirements. Reductions would then be a matter of coppromise between himself and 
the individual Department Heads with unresolveable conflicts to the XO for re- 
solution. 
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’ Kequiie the Cost Center Managers to Justify only changes (plus or minus) 
er current operating plans. Resolution would be handled as in alternative 1 . 

^ Require the Cost Center Managers to justify only changes in the FY 73 
iich they had submitted last spring. Resolution would be handled as in 

Ttive 1. 

I Assign arbitrary operating targets in terms of personnel and funds to the 

inter Managers based on the tentative planning figures. They would be re- 

.,to res'^ond within these restraints but would be encouraged to submit sepa- 

and what 

clamas stating subsequent effects on capabilities /they W ould no longer be able to 



-ish. 

i going to see CAPT Peters, he had been hoping to get some specific direction 
; what kind of approach to take even though he realized it was his res- 
Llity. But the Captain had not given him any specific direction. In fact 
part of the discussion had strayed away from this specific problem and the 
1 instead had concentrated on a discussion of standards. CDR Josey realized 
portance of developing standards and fully realized that was the difficulty 
alternative no. 4 With some Departments fully standardized, some partially 
me with none, how could he go about this allocation process fairly and in 
egognition of the various departmental workload requirements? 
efore attempting to try this, since he felt alternative no. 4 was his best 
he decided to review the standard’s development effort with Tom Cooper, 
•..one: hac been at Windward six months. He was an extremely bright young 
• ,orps officer with an MBA from Harvard. His last duty assignment had been 
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,t a large Naval Supply Center where he had been intimately involved with the 
)erfcn*=e Integrated Management Engineered Standards (DIMES) program in establisl 
lug standards for various functions of the Center. Due to^C^T Perer 
lesires to devel.-n standards, a temporary augment billet / LCDR Cooper/had beefli 

obtained to concentrate on the develppment of standards. 

uhen LCDR Cooper entered his office. CDR Josey filled him in on the tentative 

planning information and his conversation with Captain Peters. "Tom. I feel my 
best alternative in view of the reduction and timing is to assign tentative fund 
and personnel targets to the Cost Centers but I don't feel a constant percentage 
cut for everyone is in the best interests of the station. We have certain 
costs that we will continue to incur. oh^K like fire and security. On the other 
hand. I can only assume the validity of these type costs based 

formation. The padding or ineffeciency that exists may be carried forward be- 
cause I have nothing better to go on. VTiat progress have you made in your efforts 

that I can use immediately in making the Cost Center allocations? 

•Veil, as you know." replied Tom, "I have been trying to develop one of four 
Rinds of standards: engineered, engineered fixed allowance, statisUial and 

statistical fixed allowances for all our functions. I have made some progress. 

. rticularly in the engineered fixed allowance area, but I am afraid that the 
.cnev and people we have been able to cover are relatively minor compared to the 
to-.al on board. This report shows the results of engineered fixed allowances ^ 

established for Medical, Dental, Fire and Security (see Exhibit 1). ' 

I Have received the concurrence of the ueparim 

_.-nin2 the specific functions of each Department was most help 
r'-'pir ->e 'tlc in examining tne spcu..i.j-'- 



jn obtaining their support. 

"This should be somewhat of a help, Tom," replied CDR Josey as he reviewed 
#.it 1, ’’but you are right in that we really need to get after the big people 
^loney users. How are you coming in Supply and Ship Repair and Maintenance. 

"I feel I should have Supply completely covered by 15 June but I am running 
« opposition from CDR Simcox and his civilian assistant. The Ship Repair and 
litance Department is a horse of another color. The work done certainly lends 
slf to engineered standards but because the great majority of the work Is 
Cerent, It takes a considerable inspection planning and estimating branch to 
rlop the standards, write the specific job order, and then monitor the variances. 
,,e is a paradox here in that the cost must rise in order to establish the 
,rols before we can see the reduction effect of these added controls. Now, 
[,R&Mwas NIF funded, we could build this added control development into our 
r head rate and recapture the cost fairly rapidly, but under our system, we are 
r allowed to change direct labor and material. The station must absorb the 

i/:head costs of the Department." 

••I sympathize vith that problem, Tom" replied CDR Jesey, •'but we aren’t going 
-iclve It in time to have any effect on ny current problem. Concentrate on those 
,p!y standards. If you can beat your 15 June target, maybe I can use them during 
jfinal Juggling act." After Tom left. CDR Josey decided he had procrastinated 
,g enough and commenced to draft a budget call utilizing the standards where he 
; them and using his best Judgement where standards did not exist (see Exhibit 2) 




I 



I 



Afrer completing the budget call notice, he began to wonder ab-mt the re- 
iP^-H^-Seabie situation. Although he had encouraged direct liason between the cus- 
tomers and the Cost Center Managers in the budget call, he realized the criticality 
•hat anv possible customer changes might have in view of the reduced personnel 
re^U'ng situation. For instance, an overall increase in customer-provided funds 
could result in an inability to accomplish station requirements or else a re- 
f.-sal‘to provide all the services desired by a customer. Likewise, major reducticrs 
would mean finding excessive station labor without the ability to provide them • 
with materials. With these problems in mind, he decided it would be a good idea 
to draft a letter to all customer activities for the Captain's signature explain- 
ing the constraints imposed on the station and soliciting. their requirements for 

FY 73 (see Exhibit 3). 



Questions for Discussion : 

\) kn-.at do you think of CDR Josey's alternatives in regards to the allocation 

process? Can you suggest any alternative methods? 

2) Unat is the significance of the Reduction-in-Force costs discussed in Exhibit 1? 

31 Xna'.yze and discuss the philosophy and content of Exhibit 2. 

are some of the rt.aracteristics , advantages and disadvantages of the • 

various -tandards oisccssed by l.CDR Cooper? 

S) '.Vha^ would your approach be to obtaining valid reimbureable Information if you 

«cre CLR Jrsey'’ 
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PK^nTT!^ i')F T.r.pR cooper’s analysis 



I al 

a 

1 

t i wv 



Current Civilian 
Allowance 
6 

3 

40 

48 



EFA' 

4 

3 ^ 

36 

42 ^ 



Net Gain (loss) 

(2) 

0 

(4) 

( 6 ) 



ingineered fixed allowances are determined by examining a department where 
;he functions are pretty repetitive and the same quantitative measures of 
lumbers of records, phonecalls, clock stations punced, security routes travelled, 
/isitor passes issued, swing shift, 24 hour coverage and etc. are made and 
;hen an allowance established which provide the coverage of these functions, 
these functions must be subject to time-motion and sampling techniques, 
rhis includes a receptionist/switchboard operator who previously , served Dental 
and will now provide coverage to both Medical and Dental. 

In order to achieve this reduction, one additional one-half ton pickup must 
be provided to security. 
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WINDWARD NAVAL STATION 
Anywhere, California 



2A April 1972 



WINDWARD NS NOTICE 7100 
Fror.: Cotnnanding Officer 

Si;bj: Annual Budget Estimates for Fiscal Years 1973, 1974 

Re;: (a) Phonecon between SER\TAC and CDR Josey, Code 01, of 19 April 1972 

.(b) -(e) various station and SERVPAC Budgeting instructions 
Enel: U) Preliminary FY 73 Planning Targets for personnel and funds 

(2) Budget Request Form 7303 

1. Purpose. To promulgate requirements and instructions for the preparation of 
the FY 73 and FY 74 budget submissions 



2 . 



Guidance 

a. Reference (a) has assigned tentative FY 73 staffing and Ending avail 
ability for the Command as follows (dollars in thousands) : 



FY 73 (staffing) Average Paid Employment 
Labor Dollars (includes fringe) 

Non-Labor Dollars (includes O/T) 

Gross Dollars 
Anticipated Reimbursements 
New Obligational Authority 



1004 
$ 9,.^«4 
$ 2,600 
$11,994 
$ 1.750 
$10,244 



b. 



c . 



The funds and personnel authorized by reference and reflected on en^osure 
(1) are substantially less than the budget which was requested for FY 73. 
Every effort has been made to distribute the tentative funds and personnel 
on an equitable basis. No funds have been withheld for any contingencies. 



It should be well understood that these planning targets in enclosure (1) 
also represent a reduction of personnel. The constraints imposed wil 1 not 
allow us to fund any employees in excess of 1004. This will reauire the 
immediate attention of all Department Heads allocated. personnel ‘ 
reduction plan must be developed concurrently with the devel npment nf 
the FY 73 budget. 
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Keep in mind that a Reduction-in-Force situation cannot be calculated at 
the average employee cost. Civilian Personnel will be providing specific 
guidance in this area shortly. 

1. Specific information regarding the maintenance of Real Property Floor and 
Disposal Limitation have not yet been received. Planning targets in En- 
closure (1) are based on FY 72 Limitations. 

i. Information received to date indicates no significant change in workload 
requirements from FY 72. 

f. References (b) - (e) contain cost accounts applicable to the Windward 
Naval Station under the Resources Management System and procedures for 
budget preparation and submission. They shall be used in budget preparation. 



Action 

a For F^ 73, all cost center managers will prepare enclosure (2) for each i 
quarter of the year. Budget estimates will be prepared by dub-functional 
category and cost Account level. Totals for the year by sub-functional 
category shall be shown an the fourth quarter form 7303. 



b. 



Preparation of the FY 73 budget shall be within the constraints of en- 
closure (1) . Reclames for requirements in excess of these constraints will 
be provided on separate sheets of the 7303 identifying the marg...nal a 
ditional requirement by cost account. These increases must be tied to 
such factors as increased workload, foregone services, work improvement 
methods and tied into standards where they are available. 



■ For FY 74, all cost center managers shall prepare enclosure (2) for the 
entire year identifying requirements to the sub-functional category on y. 

i Llason with customers providing reimburseables is encouraged by all cost 
"anagers to asc«tain the expected level of relmburseablea prior 
to preparation of the FY 73 budget. Where possible, the reimburseables pro 
jected should be the result of concrete information or best estimates 
rather than simply historical information. 

e. The FY 73-74 budget package shall be submitted to the Comptroller prior 
to 18 May 1972. 

A"Dlicabllitv. This notice is applicable to all Cost Center Managers of the 
itation and is distributed to all tennant commands to facilitate the provi -,g 
of reimburseable data. 



F. JOSEY 
By direction 



Utribution List; 

il Cost Center Managers 

11 Pc imburseable Tennants and Fleet 



Activities 
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PRKLTMINARY FY 73 PLANNING TARGET 
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’.^rom: Commanding Officer, Windward Naval Station 



Distribittion List 

CiiStoner Support Level Requirements for FY 73; 

Request for 

(a) Windward Naval Station Notice 7100 of 
24 April 1972 

(b) Windward NS Notice 7 304. IE of 2 February 1972 
CD Suggested Format for submitting FY 73 requirements 



re: 

>ubi: 

Re I : 

Enel . 

1 Tentative planning guidance received by this station for FY 73 

lie Jons in bo?h personnel end funds. rnfs rs va ions 

whic^ authorizes direct liason between Windward Cost Center ^3nagers 
rJmburseable customers to determine the level of support required rn FY 73. 

7 Tf is realized that many tennant activities may not yet have him finding 

2. It IS rea^ze y ^ planning of customer work that 

guidance for FY 73 but it is essential lot f ^ estimates available at 

rather than requests made ^ ^fly dJumLted L this In- 

rejrqrjr:rj°rs:iJ Js ^rjJtifym. Jditionauceiiin. .1. 

3. in addition to the information provided in direct ii-n r th^ausplces 

J J>Co^: Si JlStJd"' 

-rrprJnJaJf ^nS^rilTt aJv rj-j ruity r j::idTfor your requirements. 



H. T. PETERS 
Captain, USN 



Distribution List: 

All Reimburseable and Fleet Activities 
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From: 



To: Windward Naval Station (Attn: Code 01) 

Subj : Relmburseable Support to be required in FY 73 

Ref: (a) CO., Windward Naval Station of 28 April 1972 

1. In accordance with reference (a) , the following requirements for servi e? t 
be provided by Windward Naval Station on a relmburseable basis for FY 73 are 



submitted: 

Description of Service 


Units 


UM 


" Cost 


Materi al ' 


Total 


Examples 

. ADP’ Services 


2 


M.Y. 


$21,200 


700 


$21,900 


Bldg. Improvements 


3 


L.s: 






A2,000 


Supply Services 


1 


m;y: 


8,300 


16,000 


24,300 


Etc. 

Total 






29,500 


16,700 


88,200 



2, These estimates are based on (describe source of funding information) and 
have been reviewed with codes (state which Cost Center Managers) of the Wind- 
ward Naval Station 



J. DOE 
By direction 



Enclosure (1) to Exhibit 3 
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Case B 



Page 14 



You can't take a 5% cut in personnel and also a 5 % cut in labor $ 
if there is a pay raise involved without lowering the average pay grade 
enough to account on an average basis for the pay raise. 

The general situation when there is a cutback is to RIF the low 
level workers and keep the more experienced and presumably more efficient 
higher level v/orkers. But this raises the average pay level (without 
considering pay raises). 

It is apparent that the use of an average wage figure of $10,600 
used in calculating the labor cost in Enel. (1) of the Case B is very 
irrelevant. The personnel in the various cost center will be different 
types of employees, some cost centers will be composed primarily of 
higher GS ratings, others of lower WB ratings. The $250,000 WB pay raise 
should apply only to the C.S. that have WB employees and on the basis of 
the # of WB employees employed in the C.C. The totals at the bottom of 
End. (1) to Case B should agree with those on Exhibit 1, Case A. 
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The Windward Naval Station (Case C) '■ 

_ On 1 May 1972, CDR SIMCOX, the Windward Naval Station Supply Officer, received 
Notice 7100 providing the FY 73 personnel and budget figures and requesting the FY 73 
and 74 budget submissions. CDR Simcox was the Cost Center Manager for both Supp’y 
and Disposal functions.^ Not being involved in the day to day budgeting procedures, 
he immediately, called Bill Toske. his Budget Branch director and asked him to come 
to the office. Bill was a GS-11 budget analyst who was a native of the area and 
had worked at the station 18 years, starting in Public Works as a GS-4 financial cieri 

While waiting for Bill, CDR Simcox pulled out the approved FY 72 budget and noted 
the following comparisons: 

V -i •**' • r . . .. V ' • s ^ • •*' '' - •' 

- , , No. Civilians Labor $ 



, -SUPPLY: 



DI SPOSAL : 

/i.' ■ V i 



FY 72 

FT 73 TAPF *‘ 
FY 72 • ■ ’ 



Mat'l $ Total 



T : • 



109 

105 

5 

4 



848,400 

1,029,000 

42,000 
. . 42,400 



200,000 

160,000 

25,000 

25,000 



1,048,400 

1,189,000 

67,000 

67,400 



"The FY 73 budget 



FY. 73 TAPF 

^ *Less Reimburseables 

studying this analysis , CDR Si.mcox became somewhat perplexed, 
call indicated a decrease in personnel and funds," he thought to himself, "and 
although I have lost a few people, I actually have more funds than last year." 

entered his office saying: "This must be about next year’s 
^budget CpR. I hear that Controller has cut the rug out from under us again. I tell 
you, between .him and that idealistic LCDR Cooper, they must think we can operate this 
department on faith alone. If they want us to do a job, they have got to provide us 
with, the, resources and some flexibility." 

^..^."Have you seen the tentative planning figures for FY 73 yet Bill?" 

Well, no. But I know hov/ it is. When there is a cut to be made, they always 
"tfike it out of the support function's hide. They expect us to work miracles while 
tne more v^si^ble departments maintain and increase their levels of funding and 



D^-Pl'^.. 




" "fiere 


is the Met 


tncto..gn and positive 
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iew of it. I have already taken a look at the overall 
Ai ?pepACEm> 3y Pa>^u E'SEnMfirtjT i-COi? DAv.O 

y-f'tl hrivAC F\5ST6:PAAi/A1T 












i 



* 



2 , 



f»!res for FY 72 & FY 73 and find some incongruencies (gives him data presented 
flier). I suggest you first make a review of the overall funding and personnel 
s-ength situation for Supply and Disposal and its impact for FY 73. Get back 
,-.h me on that in a couple of days and then we will proceed with a thorough 
I'iew and preparation of the requirements at the cost account level. Make sure 
jj use the performance data on our most recent 2168 and 2169 reports. You might 
io review the Dimes Report and see what LCDR Cooper has up his sleeve regarding 



1/ new or revised standards." 

■ Returning to his office. Bill first reviewed the FY 72 & 73 analysis provided 
him by CDR Simeox. The results of his analysis are shown in Exhibit 1. A review 
the existing cumulative NavCompt 2169 indicated that expenses were running at about 
le expected level with the exception of reimburseables, but this ica was normal 
nee tennant commands tended to hold funds for material purchase until the Fourth 
carter. (See Exhibit 2). Exhibit 3 is a description of the various cost accounts 
;ed in the Supply Department with the work unit descriptions where available. 

<hibit 4 is the approximate man-year distribution by major cost account codes for 

le Supply Department for FY 72. 

In order to get a feel for any changes 1n existing funding levels forecast for 
y 73, Bill felt he had better get in contact with the various branch managers and 
ajor customers. In view of the reductions, he felt this more useful than utilizing 
he FY 73 budget which was prepared last spring. In going to see and calling these 
■arious individuals, he asked the basic question: “Do you foresee any additional 

■equirements for funds or personnel in FY 73 over your existing levels? If so, 

/hat are they?" 



This review led to the following various inputs: 



LTJG Smith, Food Services Officer - "Our civilian food service contract 
• VO lure Next week we will be advertising a new contract, and I 

pires on 30 . _ increase in the annual price due the mimmum wage 

i’rL^^to S2^J%r: That ieani our existing contract of $120,000 will approxl- 

te $160,000 (contract expenses are budgeted under material). 



I 

i 

i 

I 



I 




I 



3 . 



i • • 

Joe Harris, Traffic Branch - "We are going to be picking up a considerable 
• workload v;i th the retrograde material coming into Oakland and Travis. In addition, 
the tremendous household moves expected in July and August due to officer early 
outs and lark of money during the latter part of FY 72 is going to mean a lot of 
r-ert’me in the Personal Property office. I would estimate an additional man- 
year for freight and at least $1500 overtime for the girls." 

. • ^rt Lomax, Storage and Warehousing - "Bill, you know that new general warehouse 
will be completed in September. That means consolidation of material from three 
eld warehouses which are being demolished and it has to be done rapidly, and on 
weekends if we are going to maintain our support. I'd say $4000 for overtime at 
a mini mum." • - .. - ' 

hal Jones, Inventory Control - "What does this mean? CDR Simcox promised 
tv/o more billets on 1 July and I had them in my budget last year. You know we 
are under pressure to increase our stocking levels to support the new DD963's. Tne 
.Spot Supply Inspector endorsed this requirement. Take them out of someone else's 
hide; but I have got to have those 2 billets." 

Sam Newcomb, Procurement Operations - "Due to the increased support requirements 
, :,of new tennant commands and the DD963's, I have projected $800,000 in contracting next 
year with an increase to 4200 line items. That translates into $61,800 at my current 
.actual unit costs or an increase of at least one man-year for the branch. We've got 
to have it to operate." 

Three days had passed and Bill knew he was overdue on giving the CDR the general 
background he had asked for. He had a lot of information, but he wasn't sure what 1 

to do with it. 



QUESTIONS FOR DISCUSSION : 

1. If you were Bill, what would you do? 

2. V/hat are some of the strengths/weaknesses of Exhibit 2? 

3. Given that engineered, engineered fixed, statistical and statistical fixed 
allowances can be developed by LCDR Cooper, discuss their applicability in 
regard to Exhibits 2 & 3. 

4. What do you think of Bill's appraoch to determining FY 73 requirements? Now 
that he has these various inputs, how is he going to use them? 
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1 Analysis of FY 72 & FY 73 Funds and 

I 

Personnel For the Supply Department 

The basic difference, in addition to the decreased number of personnel In 
I 73, is that the FY 73 labor figure includes the 20% accelerated leave figure 
,ich must be carried as a credit. - _ 



,rect Support 


No. Personnel (1) 


Avg. Direct Total Dir 
f.o<;t Labor 


Avg. 

Fringe 


Total Total 

Fringe Labor 


FY 72 


101 


$8400 


848,400 


2100 


212,100 1 ,060,500 


FY 73 


97 


$8480 


822,560 


2120 


205,640 $1 ,028,200 


■imburseable Work 










FY 72 


8 


$8400 


$67,200 


$2100 


$16,800 $84,200 


FY 73 


8 


$8480 


$67,840 


$2120 


$16,960 $84,800 


Taking out 


reimbursables of 8 man-years and $50,000 material 


for both FY 72 & 


f 73 results in the following ' 


comparison 


of the supply function. 


* 


• 


No. People 




Labor Dollars 




Material 


FY 72: 


101 




1.060,500 




$200,000 


FY 73: 


97 




1 ,028,200 




$160,000 


Change 


(4) 


- • 


($32,300) 




($40,000) 


(1) Less 


those supported by Reimburseables. 
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Supply Department Man-Year Distribution 
For FY 72 



Cc^A_ccount Mliec 

ZlOO storage & Warehousing 

22C? Stock Control 

2300 Traffic Management 

2400 .Overall Supply Support 

2500 Inventory Control 

\ 

2700 Procurement Operations 
IR Miscellaneous - Property, Students 
9900 Personnel Support 
ID Civ. Manpower Management 
IRH, K, P - Leave 
Totals 



. station Effort 


Reimb. 


Total 


29.0 


3.8 


32.8 
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18.0 


1.1 
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- — 
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1-2 


.1 
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24.6 


2.0 


26.6 
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